





L.B.S National Academy of Administration 


TAT 
MUSSOORIE 


LIBRARY 


aarica Tear rs 
Accession No. aq 


Grae TeaT 
Book No. — Aca._. peas eede eek ee 


AT ARTST MEAT Torley TATTATT sTHTTAT 
: 
| 





THE BUDGET AND AFTER 


BY 
ACADEMICUS 


HIND KITABS LIMITED 
1947 


Rs. 3 


First Published, March 1947 
COPYRIGHT 


‘Printed by V.P. Bhagwat, at Mouj Printing Bureau, Khatav Wadi, 
Girgaon Bombay 4; and Published by V. Kulkarni, Hind Kitabs Ltd. 
261-263, Hornby Road, Bombay. 


To 
My Sister Tara 
and 
Her Children 
Whom I could not save 


PREFACE 

The Interim Government's budget is by no means even a 
first step to a new economic order. Its significance lies less in 
its actual proposals than in its circumambient implications. 
But no one who has observed the reactions it has provoked 
and is capable of interpreting them accurately will have any 
Jlusions about the real issue before the country. For years, 
all classes of people were joined in a common political struggle 
against foreign rule. Now that the end of foreign rule is in 
sight, is this budget to be the signal for a mustering of the 
hosts of big business and money power under their own 
colours on one side and as the inevitable reaction to it, the 
mustering in the opposite camp of the sons of toil and poverty ? 
For years. all people have talked of the freedom of India, and 
their will for sacrifice and suffering for its realisation has 
expressed itself in a countrywide, militant orgamsation. Now 
that freedom is at the door-step, is this budget a challenge to 
this organisation to prove what this freedom means‘in terms 
of the things of daily life--economic privilege and economic 
bondage? For some years now, the best talents and experi- 
ence of this country have bent themselves to the task of pre- 
paring and shaping plan after plan for the quickest possible 
economic rehabilitation of the people? Does this budget now 
seck an answer to the question whether these plans were the 
spontaneous expression of the deepest spiritual instincts and 
aspirations of our elite or mere bluff and pretence to be un- 
masked at the very first touch of reality ? 

These are no trivial issues. By these tests shall we be 
judged and by these tests shall we rise or fall. Academicus 
makes no apology for elaborating on a budget. of this signi- 
ficance. But he must not close without thanking the Free 
Press Journal, the Bombay Chronicle and the Bharat for their 


permission to reprint some of the following chapters and the 
Mauj Printing Press for printing this book with an expedi- 
tiousness which must rank in these days as no usual feat. .... 


Bombay, 15th March, 1947. 
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CHAPTER I 
THE LEGACY OF WAR 


The Interim Government’s first budget has caused 
a degree of excitement and perturbation which must be 
admitted to be without precedent within living memory. 
To the detached observer, this fact must cause not a little 
perplexity and astonishment. What are the main fea- 
tures of this budget? In the first place, this budget 
offers a little direct relief to the poor and the middle 
classes. The poor save a few annas on their salt and the 
recipient of non-agricultural income between Rs. 2000 to 
2500 is relieved of his income-tax. As will be pointed 
out presently, the smallness of this relief should cause 
some resentment. Actually, very little is said about it. 
In the second place, the burden of financing the deficit 
has been placed on business profit and capital gains. 
Apart from technical or logical defects, the burden is 
merely a partial continuation of what was borne 
without much murmer or outcry during six years of war 
and more. Thirdly, those who have accumulated for- 
tunes, are summoned to account for them. Not much 
is said about this in public but it should not cause sur- 
prise if the silence is provoked either by diplomatic self- 
restraint or firm faith in the unlimited scope for lawful 
evasion. Fourthly, measures are to be proposed for 
extermination of “ speculation ” and “ speculative” gains. 
The classes concerned have not yet expressed any appre- 
hensions on this ground probably because it is much 
Wiser to attend to the devil one sees than the devil one 
has yet to see. Finally, the budget does not indicate 
how Government propose to increase our present out- 
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ov 


put or supplies and alleviate the immediate shortages. 
Although a little is heard about this lack of a positive 
side to the budget, the classes most affected by it have 
raised no voice and threatened no direct action. All the 
noise and outcry centre round the second feature noted 
above. Apart from any genuine grievances, it is possible 
to account for this by two reasons. The small but 
wealthy class on whom the taxation is designed to fall 
controls the bulk of the English Press of this country. 
Secondly, this class least expected any fundamental de- 
parture of policy from the Interim Government and the 
unexpectedness of this policy has completely upset their 
business and speculative calculations. 

To appreciate the significance of this budget, it is 
important to know the economic and financial policies 
of the six years of war and one year of peace which pre- 
ceded it. Without this knowledge, the different parts 
of this budget could hardly be seen in their proper per- 
spective. 


THE ECONOMIC POLICIES OF WAR YEARS 

The financial policy of war years must be judged 
against the avowals or confessions of the Finance Mem- 
ber from time to time about economic conditions in the 
country. When he presented his three budgets for the 
years 1940-41 to 1942-43, he found no cause for any 
serious concern. The budget of 1940-41 found the prices 
of chief articles of export 40 per cent higher than at the 
outbreak of the war and there was no marked difference 
In the trend of prices of raw materials, of industrial 
commodities, of food etc. ‘The different branches of 
the national economy,” averred the Finance Member, 
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‘“‘are moving forward in fair unison and there is no need 
to fear, for the present at any rate, a lop-sided develop- 
ment with serious cleavages in interest.’ The downfall 
of France and the loss of continental markets caused some 
deterioration in prices but at the time of.the budget of 
1941-42, they were still 15 per cent higher than in Sep- 
tember 1939. The general indices of progress like rail- 
way and postal traffic still showed improvement and the 
value of exports still ran at the old level. The Roger 
Mission on output of munitions, the Eastern Group 
Supply Council and the programme o! placing supply 
orders two years ahead were described by the Finance 
Member as tremendous developments in the supply field 
which “ must necessarily give a great stimulus to Indian 
industries.” In presenting the next budget, he assured 
the legislature that “on the whole this country has been 
unfortunate ; the balance has so far been to her 
advantage.” 

It was when presenting his budget of 1943-44 that 
for the first time the Finance Member admitted some 
cause for uneasiness. ‘‘ It would be idle to pretend,” he 
said, “that in the last twelve months the unfavourable 
factors have not gained relatively to the favourable.... 
Prices have risen and, as in other parts of the world, an 
Increased money income is being expended on a smaller 
stream of immediately available goods.” But with this 
admission in the earlier part of his speech, he devoted 
subsequent parts of it to disprove the existence of any 
inflation. In the light of what happened later, his argu- 
ments can now be regarded only as historical curiosities. 
The ceiling of the maximum utilisation of available man- 
power and resources was not yet reached and increase of 
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currency was apparently the means in the opinion of the 
Finance Member to reach it! The impossibility of tn- 
creasing the volume of: commercial imports and the futi- 
lity of any upward movement of exchange rate were held 
as another valid excuse for adding to the note circulation. 
Sterling balances in India’s favour could not have any 
bearing on the internal problem which was to make dis- 
bursements in Indian currency. Since the only inflation 
which the Finance Member was willing to recognise was 
the inflation in the countries “‘ which suffered utter de- 
feat in the last war,”’ the assured victory of the United 
Nations itself gave us guarantee against inflation! 
Indebtedness of the U. K. had been kept low while there 
were sterling debts to be repatriated and pure credit in- 
flation had been avoided by making cash payments 
against “‘a block of investment waiting to be taken up 
by the nation.’ Finaliy, rate of turn-over of money was 
falling and in any case, high prices must require more 
currency to support them ! 

Yet in his budget speech of 1941-42, there had occur- 
red this curious passage. ‘No one would wish to see re- 
peated the period of hectically inflated prices which ruled 
towards the end of the last war, but we can rely upon 
steadily increasing industrial effort during the present 
one, with consequences which seem likely permanently to 
affect India’s position among the industrial nations of 
the world.” So, the Finance Member was aware of other 
degrees of ‘‘hectically inflated prices.” But this was at 
a time when prospects of any inflation appeared remote. 
Nor was he altogether unaware of the duty which such 
inflation casts on the Government. A vear earlier, when 
he presented his budget of 1942-43 amidst “ favourable 


THE LEGACY OF WAR 5 


conditions ” he stated the problem in the following words. 
‘* Nevertheless, it is beyond dispute that a stage has been 
reached at which in addition to the ordinary process of 
taxation, it is the clear duty of the Government to make 
a beginning with measures of a kind which will assist in 
relieving the pressure of enhanced volume of purchasing 
power on the inevitably limited supplies of goods and 
services which are available for private consumption at 
the present time.” 

In the budget of 1944-45, the Finance Member casts 
off any pretence. ‘Whether we approach the matter 
from the viewpoint of building the new India of our 
hopes, or from mitigating the hardships of the immediate 
present, it is clearly our paramount duty to. deal first 
with the menace of inflation.’ So ran his new re- 
velation. Among the “ resolute measures of a two-fold 
character launched by the Government in the monetary 
field and in the sphere of control of commodities,” he 
listed all-India statutory price control of foodstuffs, cloth 
control, release of wollen clothing from defence require- 
meants and Hoarding and Profiteering Ordinance. For 
the rest, his fiscal measures were devised to close the gap 
estimated at 250 crores between the total of our taxation 
and borrowing on the one hand and the total of rupee 
outgoings on the other. 


TAXATION FOLICY OF WAR YEARS 
In the earlier years of the war, the Finance Member 
avowed himself to be guided by two policies in his taxa- 
tion measures. The fall in customs revenue created for 
him the problem of how to raise revenues from “the 
consumers of those classes of imports which cannot now 
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be obtained who will have ceased to make the correspond- 
ing contributions to revenue.” In the second place, he 
laid it down that “ there can be no question that in the 
circumstances of India today the additional requirements 
of the Government should be clearly met by drawing on 
the additional taxable capacity which the war has pro- 
duced.” Jt was in the budget of 1942-43 that he anti- 
cipated the problem which arose next year—the diver- 
sion of inflationary purchasing power from the falling 
volume of civilian goods. 

These were perhaps principles, admirable in them- 
selves though not sufticiently comprehensive for the diffi- 
cult situation which his economic policies were creating. 
His inflationary finance was levying unjust contributions 
from the poor and the middle classes and conferring un- 
merited profits on the business and trading community. 
If burdens were to be laid or surplus purchasing power 
was to be drained off, the classes to be held in view were 
surely the traders and producers. As a matter of fact, 
his taxation measures tended to throw further burdens 
on the poor and middle classes. 

The budget of 1940-41 saw the imposition of an 
enhanced excise duty on factory sugar of Rs. 3 per cwt. 
Since no individual consumes more than a certain quan- 
tity of sugar during a vear, the aggregate burden on the 
middle classes must have been several times what the 
rich bore. The “ poor’ classes must have also made in 
the aggregate a substantial contribution. The budget of 
1941-42 doubled the excise duty on matches to appro- 
priate the rise which the previous impost on retail price 
had caused in that price. Here again the contribution 
of the rich classes could not be more than insignificant. 
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In the budget of 1942-43 and again in the budgets of 
1943-44 and 1945-46 the Finance Member enhanced the 
charges for letters, telegrams, express telegrams, parcels 
and telephones. Except for telephone charges, the mid- 
dle classes must have borne quite a good fraction of the 
increased revenues. In the budget of 1943-44, the Finance 
Member initiated the excise duty on crude or manufactur- 
ed tobacco and followed it in the budget of 1944-45. In 
1945-46 budget, the excise differentiated between the 
qualities of cigarettes with complementary changes in 
customs tariffs with a similar impost on unmanufactured 
tobacco, cigars and cheroots. Those who know the quali- 
ty of Indian tobacco and habits of the richer classes know 
that the middle and poor classes must bear much the 
greater part of the burden. The budget of 1943-44 laid 
an excise duty of Rs. 7 per cwt. on Vanaspati which has 
now taken the place of ghee in the consumption of all but 
the most well-to-do. The budget of 1944-45 initiated the 
excise of annas 2 per lb. on tea and coffee and a similar ° 
excise on betelnut which was further improved by a 
countervailing import duty in 1946-7 budget. 

The aggregate revenue from all these new imposts 
or enhancement of old imposts was estimated at not less 
than Rs. 39 crores. 

Against this total burden of Rs. 39 crores, the low 
income classes received an alleviation in the field of direct 
taxation when in 1944-45 the exemption limit for income 
tax was raised from Rs. 1500 to Rs. 2000. But then all 
Income classes had suffered when the income tax and 
super tax surcharge was raised from 25 to 33 per cent in 
1941-42 budget and again in a progressive manner in the 
budget of 1942-43. 
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What were the contributions of the wealthier classes 
to the requirements of war during all these years ? 

In the field of indirect taxation, the excise on motor 
spirit was raised from As. 10 to As. 12 per gallon in 
1940-41 ; the duty on artificial silk and yarn from As. 3 
to As. 5 per Ib. ; and the excise on pneumatic tyres and 
tubes by 10 per cent. These imposts were expected to 
add about Rs. 2 crores to the public fisc. 

There was in 1942-43 budget the emergency sur- 
charge of one-fifth of the customs duties over the whole 
customs field. As the war caused more or Jess complete 
stoppage of machinery, luxury goods etc., the burden 
must have fallen much more on the vast mass of people 
than on the rich few. The estimated addition to the 
revenues was nearly Rs. 6 crores. 

The Excess Profits Duty cannot be reckoned as a 
burden on the traders and businessmen. Inflation was 
the means by which the vast masses of this country were 
to be fleeced for profit which was to be shared hetween 
the Government and the capitalists and business men. 
Its utmost effect on these classes was to put a restraint 
on their further enrichment on account of conditions 
created by war. 

The wealthy contributed to the expenses of war only 
or at least mainly through direct taxes, i.e. the income and 
‘super taxes. In the budget of 1941-42, the surcharge on 
these taxes was raised from 25 to 33 per cent uniformly 
on all grades of income. In the budget of 1942-43 the 
addition to the surcharge was made progressive starting 
with 2 per cent increase on the lowest grades and ending 
with 85 per cent on incomes of 30 lakhs and over. 
Assesses below Rs. 6000 income were however offered re- 
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fund of 4 per cent of income at the end of the war. In 
the budget of 1943-44 incomes of over Rs. 5000 had to 
bear a further increase in the surcharge of 1 pie for in- 
comes between Rs. 5000 to Rs. 10,000, of 2 pies for 
incomes between Rs. 10,000 to 15,000 and of 5 pies for all 
incomes of Rs. 15,000 and above. The super tax sur- 
charge was raised at the same time by }anna for incomes 
between } to 34 lakhs. The last two grades of income 
mentioned just now found their surcharge further in- 
creased in the budget of 1944-45 by pies 2 and pies 4 
respectively while the super tax on incomes between Rs. 
35.000 and 2 lakhs was stiffened by a further $ anna. 
The 1945-46 budget added 3 pies more to slabs above 
Rs. 15,000 as further surcharge. 

Till the end of the fiscal year 1944-45 when the war 
terminated, the increase in these direct taxes made an 
estimated addition of about 26 crores to the public reve- 
nues. If incomes of Rs. 5,000 and below are included 
in the low grades, a part of the two crores expected in 
the budget of 1941-42 and another part of the 5 crores 
and odd expected in the budget of 1942-43 must be ex- 
cluded from the rich man’s burden of the war. 

In the total outcome, therefore, the poor and middle 
classes had to pay in indirect taxes almost the whole of 
39 crores. The wealthy classes who on the admission of 
the Finance Member reaped the whole economic “benefit” 
of the war paid the bulk of 2 crores in indirect taxes and 
about 20 crores in income and super taxes. This in it- 
self was strange enough. But a much stranger thing 
was to happen the moment the bugles of war ceased and 
a peace much worse economically than the war itself des 
cended on the inflation-racked country. 
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THE BUDGET OF 1946-47 

The new Finance Member approached and executed 
his task in a very curious manner. He had no doubt in 
his mind about the character of the immediate problem 
before the country. The ‘ immediate problem” he stat- 
ed, “still remains that of an excess of purchasing power 
competing for a limited volume of consumer goods.” 
Excluding the Excess Profits Tax and the Corporation 
Tax, the burden of the individual in this country had 
been increased by more than Rs. 60 to 70 crores by means 
of fresh taxation and up to the end of January 1944, the 
public had taken up defence loans of Rs. 1178 crores. Hav- 
ing stated the situation in this manner, he appears to have 
allowed the immediate problem to recede into the hinter- 
land of his consciousness. 

For the rest of his speech, the haunting fear of a 
future deflationary movement is the dominating note. 
“In largely agricultural countries such as India and the 
Middle Eastern States,” he said “war expenditure, 
though in absolute amounts much less than in the in- 
dustrialised states of the West, has had a proportionately 
greater effect in stimulating the growth of the national 
income. It follows that, with the fall in war expendi- 
ture which is now inevitable, a greater proportionate 
effort will have to be made if the national income is not 
to fall too far below its war level. In other words, de- 
flationary tendencies will, in the absence of countervail- 
ing measures, begin to manifest themselves before very 
long.” As a measure of the possible deflation, he cited 
the drop in the coming year in the defence expenditure 
on account of His Majesty’s Government and the Govern- 
ment of India which was estimated at Rs. 600 crores. 
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Forewarned is forearmed. The Finance Member 
proceeded to anticipate a future probable deflation by 
announcing a series of immediate and wholesale cancel- 
lations of existing tax burdens on trade, industry and 
the wealthy classes generally. The reliefs and the public 
cost on their account are best presented in a tabular form. 


Cost to 
Item Revenues 
Rs. 
(1) Complete discontinuance of E.P.T. on 7D crores 
(ii) Special depreciation allowance of 10 p.c. 
on buildings and 20 p.c. on machinery .. 
{ili) Relief on import duty of industrial raw 
materials and plant and machinery. .. 00-70 crores 
{iv) Reduction of income and super tax on 
Co.s from As. 73 to As. 6. 
Kv) Reduction in tax on income of 3 pies 
below Rs. 3500 and 1 pie between Rs. 
3500 to Rs. 5000 seas 13 crores 
(vi) Raising of earned income allowance limit 
from 1/10 (max. 2000) to 1/5th (max. 
4000). ae 34 crores 


Of this relief from direct taxation, the abatement 
under the last two heads alone could reach the lower in- 
come groups. The richer classes obtained further relief 
by a reduction of the duty on motor spirit from as. 15 to 
as. 12, costing the public treasury Rs. 165 lakhs. The 
enhanced duty on gold and silver was contingent on im- 
ports which as a matter of fact hardly materialised till 
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recently. The poor and middle classes were offered a 
reduction of the duty on kerosene from As. 4-6 to As. 3-9 
at a cost of Rs. 60 lakhs but the increase in the rate of 
duty on imported betelnut which was expected to raise 
the revenue by Rs. 155 lakhs more than cancelled the 
benefit. 

The more or less complete neglect of the classes which 
suffered most from the distresses of war and which also 
bore more than their share of taxation is lamentable 
enough. But still more serious in its implications is the 
policy of a Finance Member who caused a deficit of Rs. 
48 crores by precipitate concessions to the wealthy classes 
and widened it by Rs. 10 to 12 crores more by taking no 
steps to shift the burden of the relief given to the small 
man by placing it on proper shoulders. Even after mak- 
ing use of the balances in the War Risk Insurance Funds, 
there still survived a deficit of Rs. 44 crores. This is 
certainly not proper behaviour for those who are anxious 
to leave to their successors a solvent and going concern. 
sir Archibald Rowlands was no doubt “ the first Finance 
Member to deliver his first Budget Speech in the know- 
ledge that it will almost certainly be his last.”’ He proved 
as a matter of fact that a single budget could be more 
inequitable and could inflict on the country more harm 
than the five budgets of a Finance Member who served 
the full term of his high office. 


LESSONS OF WAR-TIME CONTROLS 
Next to the inflation and taxation policies of the 
Government, the haphazard manner in which controls 
were imposed and execution was entrusted to unqualified, 
incompetent or corrupt personnel proved the greatest 
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single source of harassment and humiliation to the 
honest and law-abiding citizen. A full discussion of the 
problems of control and de-control cannot be undertaken 
without a close inquiry into the currency policy and 
monetary conditions of the last few years. This is too 
big a task to be attempted here. But a few general ob- 
servations on the non-monetary aspects of controls may 
be useful. 

The first step in an efficient system of rationing and 
price controls is to acquire or exercise disposal over the 
requisite quantity of output. In the case of food-grains, 
the task was limited to supplying 42 millions inhabiting 
the bigger towns. Yet, the fact that producers run into 
millions of small peasants and that the output is as much 
for domestic consumption as for the market causes no 
little difficulty. It was hardly surprising if individuals 
were unwilling to part with more than the smallest frac- 
tion of their produce. What was surprising was the 
insistence of surplus provinces on maintaining a higher 
standard of consumption than deficit provinces! In the 
case of textile goods and sugar, the obstacles of diffused 
production and large home consumption did not exist but 
the wealth and resources of the individual business unit 
proved a grave danger to the probity of enforcement of 
law. In the case of all the three commodities, since the 
agency of acquisition or inspection was not altogether 
dependable, the leakages of goods always remained 
enormous. 

The second great problem of such a system is the 
maintenance and maximum possible increase of output. 
This means several things. Firstly, the price fixed for 
the producer must be such as to induce the maximum 
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output. This implies that factors of production normal- 
ly employed in the output of the controlled commodity 
have to be prevented from being diverted into the pro- 
duction of uncontrolled commodities. Secondly, precau- 
tions have to be taken that the price fixed is not evaded 
by deterioration in quality. In fixing a proper price, food- 
grains present a special difficulty. If a hypothetical level 
of marginal expenses of production is taken as the mini- 
mum, it must- not be overlooked that the expenses of 
production include the wages of the peasant’s labour and 
the wages of labour include his consumption of food or 
in other words, in the case of foodgrower, the prices of 
foodgrains themselves. If his own food requirements are 
left out of account, expenses of production including non- 
food cost of living must practically mean the retail prices 
of non-agricultural commodities with due regard to the 
proportion which expenditure on these articles forms of 
the total expenditure or price of food-grains in some basic 
year. But this would give us only the minimum limit. 
The maximum limit is given by the price which it is 
expedient to pay in order to prevent land or labour on 
land from drifting into other lines of production. The 
first danger was met to some extent by compelling culti- 
vators to adhere to food-crops or to devote a certain frac- 
tion of their non-food crop land to food-crops. Some 
relief was also forthcoming from shrinkage in the culti- 
vation of crops like cotton which lost their foreign mar- 
kets. But otherwise there is hardly any evidence of cx- 
pansion in cultivation of food-crops or improvement in 
yield. 

In the case of fixing the price of sugarcane, expenses 
of production appear hardly to have been adverted to. 
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The main consideration with the authorities was the pre- 
vention of sugarcane areas from passing under other 
crops, particularly cereals, by successive increases in the 
factory price. This was a proof not that cereal prices 
were too high but that cane prices were not revised with 
sufficient promptitude. In maintaining the output of 
sugar, which was a controlled commodity, the greatest 
difficulty was the soaring prices of gur which was an un- 
controlled commodity and which therefore could bear a 
much higher price for sugarcane. Even the price of 
sugar itself could be maintained low only because the 
bye-product, alcohol, proved very profitable to the fac- 
tories. Thus, prices of sugar were fixed with reference 
to sugarcane and the prices of sugarcane with reference 
to those of cereals; while the competition of gur was 
damped down by preventing sugarcane areas near the 
factories from manufacturing gur and lowering the price 
of gur by prohibiting exports from gur surplus provinces. 
The consumers in surplus gur provinces enjoyed both 
cheap gur and sugar while those in gur deficit provinces. 
enjoyed cheap sugar but suffered from dear gur ! 

In the case of cloth and yarn, price control made its 
appearance not to check the rise of prices but to mitigate 
excessive prices. Defence requirements in an increasing 
crescendo and almost unrestricted exports raised prices 
to more than fivefold the pre-war prices. ‘When prices 
were fixed for 12 varieties of cloth and 4 varieties of yarn 
in August 1943 on the basis of cost of production, they 
turned out to be four and a quarter times the pre-war 
prices! And this in spite of the fact that raw cotton 
which accounts for about half the cost of production was. 
much cheaper than before the war and the real inflation 
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year 1944 was still far ahead. It was during the subse- 
quent inflation era and meteoric rise of prices that the 
cost of production allowed price reductions to a little 
below three times the pre-war price! In the meanwhile, 
H. M. Government was making its purchases regularly 
at not more than double the pre-war price! It appears 
as if the main question of cloth control was not how the 
output was to be maintained at the maximum level but 
how the consumer could be ruthlessly exploited in the 
interests of shareholders’ dividends and the Government's 
Excess Profits Duty. 

The maintenance of stipulated qualities involve 
many difficulties. If output was to be increased, quali- 
ties had to be limited which meant in the case of indus- 
tries like textiles prejudicing the future and in the case 
of most agricultural products, a reversal of the painfully 
built-up progress of several generations. Secondly, a reli- 
able inspection and system of verification was required 
to ensure adherence to prescribed qualities. Experience 
proved that in almost every controlled commodity like 
cotton goods, sugar, gur, foodgrains, books and prints 
etc., sabotage of quality became the rule—and that too 
not merely at the production stage but at every subse- 
quent stage till the goods reached the helpless consumer. 
Thirdly, when different qualities were manufactured or 
produced, allocation to areas, places and bazars involves 
accurate estimating of the size of the market for each 
quality everywhere. It appears that in actual working 
the experience of trades did not reach the authorities or 
the marketing aspect was sacrificed to the saving of trans- 
port over distance. Beggars in Dehra Dun feasted on 
the famous Dehra Dun rice while the elite in the Bombay 
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City suffered from intestinal and skin disorders ; unsold 
and unsaleable surpluses kept company to general cla- 
mour about scarcities. 

Finally, did the prescribed rations and the fixed 
prices reach the consumer? The channels of supply to 
the black markets bore testimony to the degree of success 
in this final test. Farms, mills and factories manufactur- 
ed much more than the avowed output. Wholesalers and 
retailers offered their ‘‘ ordinary ’’ customers, tired and 
disgusted with a score visits for the same article, un- 
wanted qualities while better qualities were reserved for 
their ‘“‘special’’ customers. Adulteration of quality 
wherever adulteration could be undertaken without ob- 
vious detection by the naked eye as in the case of food- 
grains and grain flour, oils and fats, medicines, gur, etc. 
provided another source of supply. The holders of ration 
cards who had never used the goods in question before 
as in the case of sugar, milk for children etc. found a 
new source of income in the cards or the goods. Where 
the supply was offered in a fixed quantity and at a fixed 
price but no card record was instituted, queuing from 
early hours to the exclusion of needy but otherwise em- 
ployed citizens became a new and very profitable em- 
ployment for the tramps and vagabonds of society. In 
the case of certain commodities. like iron and steel etc. the 
license holder became merely an additional and expensive 
link in the pipe-line which discharged these goods ulti- 
mately into the black market. For years, wholesale and 
retail trade became a closed occupation of those who could 
set up some pre-war pretensions to such occupations or 
who could obtain licenses in other devious ways. The 
licenses themselves became a very valuable commodity 
for a new trade. 


CHAPTER II 


THE INTERIM GOVERNMENT’S 
FIRST BUDGET 


The first budget of the Interim Government is with- 
out doubt the most drastic budget which this country has 
ever seen. If it is drastic in its actual proposals, it is 
almost revolutionary in its implications. 

It is true that the class allegiance of every citizen will 
decide whether he will welcome or deprecate it, but it 
would be sheer lack of perspicacity and political wisdom 
if all do not agree in feeling satisfaction over one out- 
standing feature of this performance. In spite of all their 
public differences sometimes carried to the point of ani- 
mosity, the leaders of the Muslim League and the Con- 
gress appear at bottom to share the same attitude and 
sentiments towards the economic future of the Indian 
people. Without such a unity of ideas and sentiments, 
a budget of this character could never have been present- 
ed to the Indian Legislature. 

From the standpoint of our people as a whole, a 
post-war budget has to be judged from only one angle. 
For seven years and more, the mass of the people have 
been harassed by continuous inflation and mounting prices 
and scarcities. The profits of these mounting prices and 
inflation were shared between the Government and the 
businessmen. Whether the larger proportion went to the 
Government or the businessmen is now a matter of little 
concern. The over-riding test which applies today to 
any responsible and democratic Finance Member is this 
~-what has the budget to offer by way of relief to the 
harassed and tortured common man ? 
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The most direct relief which a Finance Member 
could offer to the common man would be to lift from him 
as large a burden of the taxes which press on him, as 
possible. The budget of the Interim Government seems 
to do this in the case of the classes which pay the income 
tax. The minimum limit of income tax is now raised 
from Rs. 2,000 to Rs. 2,500. The salaried and profes- 
sional classes, the middle classes generally will undoubt- 
edly feel a little gratitude for this concession. 

The abolition of the Salt Tax touches everybody in 
the country. But, as everybody recognises, the abolition 
is more symbolic than a tangible reduction of the burdens 
of the common man. 


ILL-GOTTEN GAINS HIT 

The budget however, is remarkable not for the direct 
pecuniary relief which it brings to the much advertised 
common man, as the definite campaign of bringing to 
book the large incomes and ill-gotten gains of the hectic 
war years. The estimated fall of about 45 crores in the 
Defence Expenditure of the opening year is more than 
counter-balanced by 28 crores increase in Civil Expendi- 
ture, the unspecified liability of the Pay Commission's 
report, the 10 crores loss of the abolition of the Salt Tax 
etc. In spite of buoyant customs, and some credit for the 
uncollected part of the extinct Excess Profit Duty the 
forthcoming deficit is placed at not less than 60 crores. 

Of this 60 crores, the Finance Member proposes to 
raise about 40 crores from the richer classes in the coun- 
try. <A part of the deficit, about 20 crores, which is 
roughly equivalent to the estimated non-recurring food 
import subsidy of 17 crores, is apparently left uncovered 
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so far as taxation is concerned. 

It is not this aggregate toll on the rich as the manner 
in which the toll is levied that is the arresting, to many 
a disturbing, feature in the Interim Government tax 
scheme. The imprudently, or to be more accurate, cun- 
ningly abolished Excess Profit’s Duty re-appears now in 
the form of a 25 per cent tax on profit. 

The Corporation Tax is raised from one anna to 
two annas. On a rough calculation, this removes into 
the public exchequer at a stroke about 11 annas in every 
rupee of profit in excess of Rs. 1 lakh. This tax should 
apply in all reasonable interpretation to all business 
whether individual partnership or joint stock and not as 
some have imagined to business other than joint stock 
only. 

If the tax proposals had stopped at this, it would 
be a matter of little concern to the capitalists and the 
war-rich. But the budget goes farther and ail out to deal 
with certain not very amiable or estimable features of 
their activities. 


WRITING ON THE WALL 

It proposes to levy a graduated tax on capital gains, 
a betterment tax in fact. It even proposes to institute 
an enquiry into the manner in which fortunes have been 
accumulated during the war. No one who has sufficient 
understanding of the economic realities will under-esti- 
mate the practical and even theoretical difficulties of these 
proposals. It is to be strongly hoped that the best and 
the most experienced brains of this country will be em- 
ployed in giving effect to these proposals. 

Whatever the difficulties, however, the writing on the 
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INFLATION 

The second and to the highest degree all-pervasive 
measure of relief to the common man would be firstly to 
check once and for all, all further inflation and if feasi- 
ble, to reverse the trend to a certain extent. The Finance 
Member is not unaware of this problem, but it is difficult 
to estimate here and now how his budget offers any real 
anti-inflation checks. Apparently the Finance Member 
hopes that his new taxation of 40 crores will go some 
way to achieve this object. 

The borrowing programme of the current year fixed 
its ambition as high as Rs. 250 crores, but in actual fact 
the Government could not raise more than Rs. 112 
crores. Warned by this unfortunate experience and per- 
haps not unmindful of the reversal of conditions in the 
money market during the last few months, the Finance 
Member proposes to borrow only Rs. 150 crores during 
the next year. 

He foreshadows legislation to control speculation in 
all our markets. While appreciating the laudable object 
behind this move, the practical minded and experienced 
citizen must necessarily hope that the Government is fully 
appreciative of the inherent difficulties of controlling 
speculation or the limited significance which such controls 
have for the ordinary consumption and production of 
goods and the economic system as a whole. 

In the absence of larger domestic output, acquisition 
of goods or precious metals from abroad or the purchase 
of British investments in India are surely the most effec- 
tive means to counteract any inflationary tendencies still 
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present in our country. But of these measures there is 
not a trace in the Finance Member’s speech. 

The most important test which one must apply to 
the budget is this. The present scarcities and controls 
must find their ultimate solution in the increase of out- 
put. No measures which do not bring about this ail 
important result can be described as adequate or final. 
It is not clear from the budget what place this overriding 
fact has got in the minds of our Interim Government. 
While we are all prone to be very sensitive to and keenly 
aware of the political deadlock, very few of us even in 
the highest quarters seem to be aware of the economic 
deadlock into which we have drifted. The critics of the 
Government will no doubt spring upon its taxative and 
“ confiscatory "’ proposals as most likely to inhibit enter- 
prise and economic initiative. If the Government were 
itself to gird up its loins to undertake these responsibili- 
ties they would at least be described as logical in their 
policy. The Intersm Government Is proposing an enquiry 
committee into revenue and expenditure. It is much 
more vital and far more urgent that it should look into 
the operation as a whole of the controls which exist and 
the behaviour and policies of the provincial Governments 
in relation thereto. 

The crants to provinces of 45 crores with the wise 
warning to restrict their constructive programmes within 
the limits of available materials and resources could 
hardly be ranked as a substitute for private industry and 
enterprise. 

On all the other: financial and economic issues facing 
the country, the Finance Member has proved—let it be 
said emphatically despite his own disavowal—that he is 
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first an Indian and then a Muslim Leaguer. Indeed a 
stranger to this land, ignorant of its recent history, would 
find it difficult on reading the Budget speech to make out 
how the Finance Member is less of an Indian than any 
other Indian in this country. 

On Sterling Balances, on the Dollar Pool, on the ur- 
gency of economic development, notwithstanding any 
political difficulties or differences, he spoke a language 
which the most ardent Congressman would find it diffi- 
cult to improve upon. And therein lies the most hopeful 
and encouraging feature of this first Budget of our 
Interim Government. . 


CHAPTER III ~- 
THE BUSINESS PROFITS TAX AND CAPITAL 
| GAINS TAX 


It is hardly surprising that our traders and business- 
men should have raised such an outcry and pandemonium 
over the taxation proposals of the Interim Government. 
We heard no outcry and felt no pandemonium when for 
the last seven years and more, prices and inflation mount- 
ed higher and higher and it looked as if there was no 
ceiling to bring them to a halt. To our capitalists and 
businessmen, profits and patriotism are a providential 
coincidence. 

One of these worthy patriots—-the self-appointed 
permanent host for the Mahatma and the pious temple- 
builder for the Paramatma even—broadcasted a pamph- 
let to defend and sanctify the inflationary gospel accord- 
ing to Sir Jeremy Raisman. The Seven Buddhas among 
them succeeded in bamboozling each other into publish- 
ing a Plan in which “created money” was expected to 
supply a far larger proportion of the required real re- 
sources than the ordinary savings of the community. In 
the case of such people, it is difficult to feel sympathy 
or avoid a suspicion of too much protestation. Yet, 
whatever the sins and crimes of the Indian capitalist— 
and it is a common observation among circles of undoubt- 
ed patriotism in this country that between the British 
and the Indian capitalist, the former is much to be pre- 
ferred-—these should not be allowed to bias, cloud or 
blur our vision of the urgent economic needs or the more 
permanent economic problems of the country as a whole. 
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TREMENDOUS UPHEAVAL 

When the Excess Profits Duty was removed last year 
at one stroke, the imprudence and precipitateness evok- 
ed not a word of admonition from our traders and busi- 
nessmen. When their own assets appreciated overnight, 
it was a matter of little concern to them if British assets 
held in this country appreciated in a similar manner. It 
seems highly disingenuous therefore if the tax now pro- 
posed is deprecated on the ground of the tremendous up- 
heaval it has caused throughout all trade and industry. 
No tax of this kind could ever be initiated or re-imposed 
without heavy reactions of this kind. It should not 
however be overlooked that the present circumstances are 
not altogether unfavourable for such a step. The raw 
materials and capital goods needed for new enterprises 
are not yet forthcoming in any appreciable quantities. 
The money savings which have accumulated over the last 
several years must still continue in their pre-investment 
forms. 

There is thus an interval of time during which the 
businessman and the investor can adjust their outlook 
and expectations about the things to come and revise 
their plans accordingly. As for existing enterprises, the: 
capital invested in them must adjust itself to a lower rate 
of profitability. It cannot migrate or seek conversion 
into more profitable alternative forms. What the trader 
and the businessman should now insist on is that with 
the implementation of this budget in an amended form 
if necessary, the Government should stabilise its financial 
policy over a period of the next 5 to 10 years and refrain 
from sudden and drastic departures. Obviously, a general 
agreement on this point among all the political parties. 
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likely to assume power at the centre is the only possible 
basis of such an assurance. 


EXCESS PROFIT TAX 

The feature of the tax which has appeared most 
obnoxious because of its unequal incidence is the unt- 
form exemption level of 1 lakh above which the profits 
of business fall under the new levy of 25 per cent. To 
put the new tax in its proper perspective, it would be 
instructive to compare its incidence with that of the 
Excess Profits Duty which is finally expiring this year. 
Under the Excess Profits Duty, the concerns which made 
large profits or distributed generous dividends in the pre- 
war standard vears paid a relatively small proportion of 
their profits as compared with others which were newly 
started at the outbreak of the war or had followed in 
the past a conservative dividend policy or were relatively 
less well-managed. Under the new tax, the former group 
of concerns is losing the advantage of its standard year 
levels while the second group will benefit by the lowering 
of the exemption level and the application of the new 
proportion of 25 per cent instead of the 66 per cent of 
the Excess Profits Duty. A very rough calculation for 
a small sample of well-known companies which takes no 
account of the rising rates at the higher grades of profits 
exhibits the following interesting position. 
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The calculations are made on the assumption that 
the allocations of 1945 to depreciation, bonus to em- 
ployees and Reserve Fund will continue in the future 
undiminished and that the present profits are maintained. 
It need hardly be pointed out that the present level of 
profits is hardly likely to maintain itself. 

It is clear that such equalisation of profits by means 
of taxation is an invitation to inefficiency and discourage- 
ment to efficiency. The inequity becomes more glaring 
when the disparities of paid-up capital and reserves are 
taken into account. In the case of public utilities whose 
Services are controlled as to prices, quality and quantity, 
the injustice must become even more glaring. 

Before suggesting amendment of the proposed uni- 
form exemption level, it may be well to examine the con- 
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sequences of its retention and whether these consequences 
are all necessarily undesirable. Since the excess of’ pro- 
fits over one lakh falls under the levy, there may come 
into existence a tendency to avoid those lines of enterprise 
in which the optimum size of the capital has to be very 
large and a profit much in excess of 1 lakh is necessary 
to attract the necessary capital. With a long term sta- 
bilised gilt-edged rate of 3 per cent and moderate equity 
return of 4 per cent, this should mean in concrete terms 
enterprises with a paid-up capital above Rs. 25 lakhs or, 
let us put it, between 40 to 50 lakhs. It will be admitted 
that this is by no means a small size for most lines of 
enterprise in this country. The tax may have another 
effect—that of discouraging or even prohibiting amalga- 
mations. But the Interim Government may have been 
moved by the idea or belief that amalgamations beyond 
this size are not desirable in themselves and the break-up 
of existing amalgamations which exceed this size 1s not an 
evil in itself. | 


FATE OF ENTERPRISES ; 

In any case, so far as existing amalgamations are 
concerned, the Government always has it in its power to 
make a break-up dependent on its pre-investigation and 
consent. This still leaves the question of those few enter- 
prises like iron and steel, ship-building, etc., whose opti- 
mum size presumes an initial and subsequent investment 
of crores of rupees. Much depends in this matter on the 
future industrial policy of this country. Being always 
few in number and identified with grave national interests, 
such business units are always the first to be thought of 
in any policy of nationalisation. If it is the intention and 


PROFITS AND GAINS TAXES 29 


settled policy of the Interim Government to undertake 
such enterprises by itself, its present taxation policy 
must be pronounced on mere logical or dialectical 
grounds to be quite consistent with its whole social or 
economic philosophy. In the case of public utilities like 
gas, electricity, street transport, etc., the policy of this 
country is no longer in doubt. The only problem in their 
case 1s one of fair compensation to the existing investors. 
If the foregoing speculations do not hold good and 
curtailment of competition by octopus enterprises is not 
regarded as an evil and assumption or nationalisation of 
big enterprises is not contemplated by the Government, 
then, logic does require that the proposed scheme of the 
tax should be so modified as not to inhibit or discrimi- 
nate against large enterprises. This does not present 
much difficulty in the case of enterprises which are yet 
to be started or which are relatively new. Since the re- 
cent conversion operation has fixed the return on per- 
fectly riskless investment at 3 per cent, three per cent 
of paid-up capital and uninvested reserve furnishes a 
logical exemption level the excess over which may well be 
shared between the community and the shareholders. 


EXEMPTION LEVEL 

The real difficulty lies in the case of old and esta- 
blished enterprises. Their paid-up capital and reserve 
bear no relation to the economic value of their present 
efficiency as reflected in the prices of their snares and 
stocks. The difficulty has been much aggravated since 
the close of the war by the reckless and irresponsible way 
in which investments values have been raised by moneved 
and speculative interests. Even today, after the collapse 
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of prices under the sledge-hammer blow of the Interim 
Government’s budget, the prices of many important scrips 
closed at levels much higher than at any time during 
the war. A completely faultless solution of this problem 
is impossible. 

We can only aim. at a reasonable and moderate solu- 
tion. Perhaps, an average of the prices of the pre-war 
years 1938-39 and the war inflation years 1943-44 may be 
acceptable as reasonable values which allow for the 
prospective post-war profits and protection against war 
inflation. If it 1s objected that the application of this 
principle on individual basis is likely to give too high a 
value to those industries which boomed during the war 
and too low a value to those like jute which did not do 
so well the value may well be arrived at as a uniform 
percentage increase over the individual value of 1938-39 
or the paid-up value whichever is higher, provided in 
neither case it exceeds current market value, the percent- 
age being based on a sample of scrips duly representative 
of the major industrial interests of the country. Two 
per cent of this value may well serve as a more logical 
and Jess discriminatory exemption level. Actual calcu- 
lations alone will show how this operates in each indivi- 
dual case. | 

The logic of values is not always commonsense or 
good economics and a simpler arrangement which can 
reach the understanding of the average trader and busi- 
nessmen has its own special merits. A fraction of the 
gross profits as the required exemption level has much 
to commend it particularly because of its important virtue 
of moving with the dynamics of economic conditions. 
The pre-war years 1938-39 were not particularly notable 
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for the level of dividends distributed. The fraction which 
the total dividends of Indian industry and trade bore in 
those years to the total gross profits might well be taken 
as the suitable exemption limit. 

The exemption of insurance companies has suggest- 
ed to some the exemption of joint stock companies. Joint 
stock companies may be placed on a par with the sacred 
bull only if it could be proved that the bulk of the invest- 
ments 1s held by small people. Alternatively, those who 
suggest this exemption must undertake the onus of devis- 
ing measures to prevent accumulation of investments in 
a few individuals. The problem has to be merely stated 
in these terms to expose the absurdity of this idea. Some 
have taken umbrage at the 25 per cent fraction. This 
fraction has become obnoxious only because of the low 
exemption level in the case of big enterprise and if this 
level were revised, the objection must fall to the ground 
of itself. 


FALL IN CAPITAL VALUES 

After the present analysis was completed. the 
Finance Member has uttered words which seem to indi- 
cate that the tax on business profits is intended to be 
only temporary. Such utterances make it al! the more 
imperative that there should be some stability about the 
financial policy of the Government now and in the near 
future. If funds are to be raised only for a temporary 
contingency, any steps which directly and substantially 
affect capital values should be avoided. It must be ap- 
preciated properly that a general fall of even 1 per cent 
in the return of capital investment must cause at the pre- 
sent level of the long-term rate of interest a fall in capital 
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values to the extent of about 30 per cent. 

It would be difficult to justify such grave disturb- 
ances to the whole economic system for the sake of 
a mere passing difficulty. In such circumstances, import 
duties on luxury articles and corresponding excise duties 
on domestic production are much to be preferred. In- 
crease 1n income and super-taxes at the higher levels or 
even in addition to Corporation Tax are other less dis- 
turbing alternatives. The Hon. Member for Transport 
was on much more solid ground when he emphasised the 
world wide fall in the return on capital which has taken 
place since the great depression. But this line of argu- 
ment, forceful and logical as it is, justifies a permanent 
levy and not a mere temporary expedient. A tax on 
profits in this case brings return on capital of Indian 
trade and industry into line with world productivity in 
general. 


BETTERMENT TAX 

Taxation of income may be justified on two main 
grounds. The taxation may have for its object equalisa- 
tion of standards of life and therefore increase in the 
aggregate economic welfare. It is also possible to claim 
that in certain circumstances State expenditure is superior 
to private expenditure of the same income. It is not so 
easy to detect the wisdom and justification of taxation 
of capital, or even capital appreciation. There is some 
case for such taxation in the proceeds of capital assets or 
the appreciation part of it are in danger of being applied 
as a rule to riotous living or even consumption. It 
would be obviously very difficult to prove the existence 
of such a tendency. On the other hand, if such proceeds 
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are as a rule re-invested, the taxation of the proceeds 
could be defended only on the ground that the State is 
likely to put the confiscated part to a better use than 
investment by private persons. Such a claim would be 
much more difficult indeed to establish. 

The foregoing argument could not hold good when 
the assessee makes his income and living from continuous 
sale and purchase of capital assets. These cases are 
covered by our present income-tax practice which holds 
all income or profit made by sale of assets within 18 
months of purchase as liable to ordinary taxation. 


TAX ON CAPITAL GAINS 

The proposed tax on capital gains seeks to extend 
this principle further. It distinguishes between gains 
made within two years and gains made over more than 
two years. The former gains which are indicative of 
speculative business are made liable to both income and 
super-taxes. The other gains are liable to income-tax 
only. In other words, capital appreciation accruing in 
any year is to be treated as income, with a certain degree 
of leniency towards appreciation which materialises over 
more than two years. 

The discrimination in favour of gains made over 
more than 2 years is obviously intended to encourage in- 
vestment. The investment motive is held to be proved 
by the period of time over which the holder clings to 
his investment. There are two things which may be 
urged against this view. Economic conditions have be- 
come so unstable that constant change and vigilance are 
the only safeguard against loss. Secondly, in certain 
circumstances, certain investments in hand can be pro- 
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tected against depreciation only by forward sales of the 
same investments or something equivalent. Under the 
proposed tax, the first kind of protection is penalised by 
taxation. In the second case, the depreciation of the in- 
vestment held cannot be set off against the profits of 
hedging. 


DIMINISHING LEVY 

Leaving aside these special but not uncommon cases, 
it must be admitted that investment involves taking fairly 
long views of economic possibilities. Nothing should be 
done to discourage the investor from undertaking the 
necessary risks. It is rather regrettable that the Finance 
Member is content with drawing the line at two years. 
A good deal of unnecessary apprehension could be avoid- 
ed if the appreciation falls under a diminishing levy with 
the progress of years. If limits for the diminishing rates 
were defined as two or five years, five to ten years, 10 
to 20 years, the ordinary investor need have no cause 
to fear the future. Perhaps, three-quarters, one-half and 
one-quarter of the normal income-tax rates would give 
us a simple scheme of falling rates. 

The Government need have no interest in such ap- 
preciation beyond the period of 20 years. Sooner o1 
later death-duties are bound to find a place in our system 
of taxation and death must then set an automatic limit 
to the benefits of capital appreciation. It is unlikely that 
the rates of death-duties will be anything but draconian 
in their severity. 

The exemption of profits of less than Rs. 5,000 is no 
doubt a counsel of administrative prudence. It is not 
clear, however, how it is proposed to prevent one who has 
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made profit from transferring to himself for a payment 
losses made by someone else. This kind of evasion is too 
well-known in certain lines of business to require further 


elaboration. 


POST SCRIPT 


As this book was emerging from the Press, the 
Finance Member presented to the Legislature the Select 
Committee's report on the proposed taxes. The amend- 
ments suggested by the majority and minority will be 
seen from the following tabular statement. 


Proposed rate of Pro- 
fit Tax. 


Exemption Datum 


Line. 
(1) Public Cos. : 


(11) Hindu undivided: 


families : 
(i111) Others : 
Exemptions, 


Special Relief Provi-: 


sion 


Majorily Minority 
Z p. c. 12; p. c« 
5 p. c. of paid-up capi- 74 op. c 


tal and reserve mi- 
nus investments ex- 
ceeding borrowings 
or, 
1 lakh, whichever is 
greater, 
2 lakhs 


1 lakh 


- Life Assurance Cos. Banks. Investment 


Sums paid as bonus Trusts, Public Uti- 
or subsidies by  lities: Concession 
Govt. ‘for shipping. 

Nil . To be exercised in 
case of special risks 
or special expenses 
or turnover in dis- 
proportion to capi- 
tal. 
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On the one hand, the minority is agreeable to a 
re-imposition of the oid Excess Profits Duty at a rate 
of 33 1/3rd per cent even though it means a greater bur- 
den in the aggregate than the new tax at the rate of 25 
per cent. On the other hand, it pleads for a reduction 
of the Profits Tax rate to 124 per cent. It is not possi- 
ble to reconcile the two positions except on the assumption 
that the minority is solicitous about new ventures. The 
5 per cent rate of the Majority corresponds to the gilt- 
edged rate of 3 per cent when allowance is made for In- 
come and Corporation taxes. The Minority suggests 74 
per cent---probably again in favour of new ventures. It 
is possible to reach a compromise on this aspect by adopt- 
ing the higher exemption and,’or the lower taxation rate 
for those new companies which are not mere conversions 
of existing concerns and limit the life of the concession 
to initial periods of 5 or 10 years. But if a higher 
exemption line is adopted, the case for a reduction in 
the rate is considerably weakened, particularly in the case 
of new companies. 

The exemptions proposed by the minority are open 
to criticism. Unless the new banking law can be proved 
to be restrictive of profits beyond what the best banks 
in this country of their own accord follow as sound bank- 
Ing practice, there is no justification for the suggestion. 
As a matter of fact, banks are likely to reap the benefit of 
war inflation during the next decade or two. There are hard- 
ly any investment trusts in this country which conform 
to the standard of public service to be expected of them. 
‘What they need is not special concessions in taxation but 
special laws along the lines of insurance laws. Until this 
is done, the concession would be premature. Shipping is 
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a highly standardised business and has no special claims 
for special treatment. The real question in this field is 
whether exploitation by private capital is to be continu- 
ed or extended. 

The relative effects of different rates on some exist- 
ing Companies are exhibited below : 











|  < . ¢? Surplus 
| Surplus | Bits ' distribut- 
distribut- | able with | able with 
ed in the | 1 Jakh as : > D.C OF 
latest year | datas ines: 1 lakh as 
| i datum line 
India United Millss Ltd. |”: i | 
1945 28 46: 49 
Bombay Dyeing 16:3 : 20 
Stee] Corporation of . : 
Bengal 1945 | 26°5 5 14 
Central Bank of India | 
1945 | 35 | 25 31 
Associated Cement Cos. | 
1945 : 55 | 40 ; 51-2 
Tata Iron & Steel Co. : | 
1945 | 1754.23 ' 182 
Kohinoor Mills 1946 . 11 aa: 10 


The calculations are made on the assumption that 
the profits of the vear of calculation will be maintained. 
As a matter of fact, profits show a clear tendency to 
fall. In the case of the India United Mills for example, 
the gross profits of the next balance-sheet are expected to 
show a fall of 40 per cent. In that case, the distributable 
surplus will be only Rs. 25 lakhs. 


CHAPTER IV 


CONTROL OF STOCK EXCHANGE 
SPECULATION 


The Finance Member of the Interim ‘Government is 
not the first layman who has declared war on speculation 
and threatened it with extermination. Wall Street and 
Lombard Street have met much more formidable enemies 
than the infant and inexperienced democracy of this 
country can give birth to in the foreseeable future and 
Wall Street and Lombard Street have outlived them and 
shown no decline of vigour. 

The Interim Government is sure to discover one day 
that the worthy citizens of Dalal Street have more lives 
than the proverbial nine of the cat and certainly a few 
more than their worthy counterparts of Lombard Street 
and Wall Street. In the meanwhile, it may prove not 
unprofitable to point out to young George Washington 
the proper trees on which he could try his newly acquired 
axe without much damage to his forefathers’ garden. 
Perhaps, the Finance Member is not aware of the fact 
that Dalal Street has not yet come to the end of its laugh- 
ter over the recent visit of an “economic expert” from 
the Government of India ! 


PUBLIC AVERSION 
The recent concerted bear raid and the violent bull 
counter-attack which followed on its very heels had in- 
deed raised already the question of speculation on the 
Bombay Stock Exchange and the remedies for it. The 
general public has an instinctive aversion to this kind 
of “speculation”. Apart from any moral argument, this 
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prejudice is probably founded on the belief that it in- 
volves waste of the community’s material resources. This 
belief could have some justification in fact only if it could 
be proved that the profits of speculation on the stock 
exchanges have a greater tendency to be applied to 
consumption and riotous living than profits in the sale or 
purchase of commodities. Actually when one speculator 
loses and another gains, the onus of investment is merely 
passed from one individual to another. The ownership 
of scrips and savings changes but there need be no altera- 
tion in the total volume of either. 

A more valid objection is rooted in the feeling that 
these wild fluctuations create a sense of insecurity and 
precariousness in the genuine investor who thus holds 
off from industrial investment. Unless some compulsory 
form of insurance takes the place of individual sentiment 
and judgment as the basis of investment values, it is 
difficult to make out how this evil can be got rid off. 
In the meanwhile, no apology need be made for examin- 
ing the various remedies which have ben suggested from 
time to time to eliminate or moderate the evils of the 
existing system. 


FORWARD MARKET 

It is frequently suggested that the forward market 
should be closed. The non-existence of such a market on 
the Calcutta Exchange is often cited in support or justi- 
fication of this proposal. It is apparently assumed that 
with the abolition of this facility, forward sales and pur- 
chases will cease and all future transactions will take 
place on the basis of actual deliveries and purchases. 
The facts of business hardly warrant this hope. With 
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buyers and sellers scattered all over the country and the 
ordinary obstacles of physical movement etc., an interval 
of time, perhaps seven to fourteen days. will have to be 
permitted for the completion of genuine deals. This 
interval of time should be more than sufficient to create 
an irregular forward market. If the implications of this 
abolition were strictly enforced, it should mean the eli- 
minations of carry-over charges or budlas and the half- 
brokerage of the brokers. The brokers would no doubt be 
glad if in the place of the half-brokerage as at present. 
they are able to extract full brokerage in future but even 
brokers will have to take account of its reactions on the 
volume of business. 

As for the budlas, their illegality during war had no 
appreciable effect on the practice and laws which cannot 
be enforced are hardly to be commended. When prices 
are apt to fluctuate every minute, it is idle to think of 
detecting the amounts of budlas or brokerage in the prices 
at which business is officially put through and which are 
recorded in the account books. 

The only effective way of closing the forward market 
is by absolute prohibition of sale within a prescribed 
period after the initial purchase. A period of six months 
may be suggested for the purpose. It is possible that 
the prohibition may be evaded by tacit deals which are 
to be completed formaily only after the expiry of the 
legal period. It would be difficult to suppress such an 
irregular market unless the authorities are able to seize 
hold from time to time of the account-books in which such 
deals are recorded. But this evil will not exceed cer- 
tain dimensions. The period of six months should be 
sufficient to enforce registration of every purchase in the 
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shareholders’ register of the company compared. Regis- 
tration charges must materially enhance the cost of such 
speculation. Secondly, the volume of purchases followed 
by such tacit sales will not exceed certain strict limits. 
It is possible to raise funds on scrips of the first purchase 
and then to use the funds to effect a second purchase 
which again could be used in the same manner. But as 
at each stage, the banks or lenders will enforce certain 
margins to protect themselves, the total scale of ope- 
rations will not extend much beyond twice the capital 
owned by or at the disposal of the speculator. 

The more important questions raised by such a pro- 
hibition are two. Firstly, what will be its effect on the 
investor ? The genuine investor will as a rule hold off 
the market unless he is satisfied that the prices are at 
their rock-bottom level or there is need for protecting 
himself against instability of money. This withdrawal 
of the genuine buyer must of itself tend to prevent un- 
necessary booms in ordinary circumstances or at least, 
the frequency of oscillations. There is however a second 
consequence which flows from such a prohibition which 
must be taken into account. 

The withdrawal of the present large crowd of small 
speculators will mean that the market will fall even more 
than now into the hands of the big speculation 
with money and resources. The danger of a limited 
market of this kind is that even small shifts of demand 
or supply have a tendency to cause wide fluctuations 
In prices. 


ENFORCEMENTS OF MARGINS 
If the forward market is not to be closed, remedies 
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may be sought to restrain the scale of operations within 
the financial capacity of the operators. The most com- 
mon proposal for this purpose is the enforcement of 
margins. A simple example will demonstrate how mar- 
gins will curtail the scale of operations. With a capital 
of Rs. 1,000 and an expected or estimated adverse move- 
ment in a sale or purchase of Rs. 100, an operator feels 
today safe in selling or buying 10 shares valued say at 
about Rs. 2,500 each. If the same operator is required 
to deposit a margin of 20 per cent against this particular 
scrip, it means a deposit of Rs. 500 per share. In other 
words, he could not buy or sell more than two shares 
with Rs. 1,000 as his capital. The main questions which 
arise under such system of trading are these. 

Firstly, it implies that brokers are inclined at present 
to encourage overtrading on the part of their clientele. If 
this were the general rule, the losses of brokers who are 
ultimately responsible for the payments should run into 
large figures. There is nothing in the recent record of 
the Exchange to support such an inference. The failures 
which have occurred. have rarely been serious. 

Secondly it is argued that the strict enforcement of 
margins is very difficult if not impossible of achievement. 
The brokers are bound to suffer in the volume of their 
business and therefore may not give effect to the rules. 
It may be however pointed out that if a broker is required 
to deposit at the end of the daily session a certain frac- 
tion of the value of his business with some authority, 
evasion is not possible. A more likely consequence is 
that brokers finding that they suffer in their incomes 
might themselves undertake to find the required margins. 
Even then, they will make a certain charge by way of 
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interest and service and thus increase the cost of opera- 
tions to their clients. The choice of the moment when 
margins are to be introduced is also a matter of import- 
ance. It is obvious that their introduction during a phase 
of buoyancy and inflated values must cause much harm 
while a time of unusually depressed values is probably 
much more suitable for the experiment. 

Finally, it must not be overlooked that a system of 
margins may end in the rise of an irregular market after 
the fashion of Paris where strict regulation in each exist- 
ing market has merely led to the creation of one irregular 
market after another. That a system of margins by it- 
self is unable to curb wild speculation or violent move- 
ment of prices is proved amply by the experience of the 
New York Exchange. ; 


SHORTER PERIOD OF SETTLEMENT 

For a long time, the shortening of the period of 
settlement was advocated as curb on speculation. It was 
gratuitously assumed that the need to pay differences 
over a shorter period and bear the charges of extra broker- 
age might compel earlier revisions of the speculator’s 
optimism or pessimism. This view overlooked two things. 
The general run of speculators is moved not by considera- 
tions which hold good for a week or two but by factors 
which are expected to operate over considerable periods of 
time. Secondly, the expected differences on which 
the speculator trades are so wide that the addition of small 
‘charges is not likely to weigh with him much. The pro- 
hibition of the forward market and budlas during the war 
had the unexpected consequence of creating a forward 
market with weekly settlements and there was certainly 
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no abatement of speculation. That the period of settle- 
ment can hardly be expected to have much influence on 
speculation is clear from the history of the New York 
Exchange where settlements take place every alternate 
day. The period of settlement has a much more direct 
bearing on the efficiency of the clerical side of the market’s 
work and the present period of a fortnight is probably 
an excellent golden mean between weekly settlements of 
war-time and the monthly settlements of pre-war days. 

The provision of funds for payment of margins or 
adverse balances is another facility which is supposed in 
some quarters to be an important factor in aggravating 
or mitigating speculation. It is of course difficult to 
check the inflow of private funds into the market for 
this purpose. But it is considered possible to restrict 
the use of funds from public institutions like banks. A 
suggestion made in this behalf is that a special rate 
should be charged when funds are lent for operations on 
the stock exchange. It is clear that this will only end 
in creating a black-market in bank loans and will mean 
a new lucrative business for profiteers. 

A more practicable measure would be to fix margins 
on all loans against stock exchange scrips-—a good exam- 
ple of which is the Securities Control Act of the United 
States. There are two points which deserve notice in this 
connection. A Jaw of this kind is quite superfluous as 
most of the important banks in this country always main- 
tain conservative margins against their loans. It will 
however be useful as against some of the newer banks 
which are reported to be very lax in this matter. Secondly, 
it is very unlikely that the funds used on the stock ex- 
changes are drawn in any appreciable measure from 
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the banks. 

Every market has its critical situations which call 
for executive interference to tide them over such difficult 
times. Bear raids and bull corners are more common on 
the stock exchanges as every scrip is in a large measure 
unique in itself and thus lends itself to manipulations 
by interested parties. Closure of markets, enforced sus- 
pension of further sales of purchases, removal of scrips 
from the forward list, fixing of prices for squaring of 
outstanding deals—-these are some of the special powers 
devised on the Bombay Stock Exchange to meet these 
situations. ; 

Even in regard to ordinary operations, the enforce- 
ment of orderliness presents many difficulties. It is for 
example a common evil that the minimum scales of 
brokerage which are prescribed in order to prevent un- 
healthy scramble for business are not always adhered to. 
The big operators are apt to be specially favoured in this 
matter and their manipulations thus encouraged. The 
extraction of excessive budlas is another matter of the 
same kind. The way of the authorities is not however 
quite easy. Departures from prescribed scales do not 
lend themselves to easy detection. As for budias, since 
deliveries have their limit in the available floating stock, 
strong bulls appear to have the market at their mercy. 
But if budlas were restricted, it would be tantamount to 
limiting the loss of the bears and thus encouraging irres- 
ponsible operations by them. Each case has to be judged 
on its own merits. 

The Bombay Stock Exchange has already made it- 
self suspected as more of a society for the protection of 
bears than a public market for the investments of national 
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savings. 

To be effective, executive interference must be im- 
partial and decisive. Unfortunately, there is little evi- 
dence that the exercise of these powers has been inspired 
in the past by a genuine regard for public interests. 
The way in which the market was quite recently kept 
Open for just half an hour is a lurid example of the mal- 
administration for which the Exchange has made itself 
quite notorious. The same laxity is observable in other 
matters like private trading, enforcement of scales of 
brokerage, etc. So long as the brokers are allowed to be 
the final authority in the market, there is little chance 
of remedying this evil. While a committee of brokers to 
advise in every situation is indispensable, the final deci- 
sion should rest with a public officer entrusted to admi- 
nister the stock exchange as a public institution. Care 
however should be taken that the public officer is quali- 
fied to judge the operations on a market of this character 
and is placed above corruption. If the market is to 
suffer from the notorious omniscience of an I.C.S. Officer, 
it 1s much better that the attempt should not be made. 


PUBLICITY OF FACTS 

Publicity of facts mn an authoritative manner is one 
of the best antidotes against blind speculation. Unfortu- 
nately, of all the stock exchanges of the world, the Indian 
Stock Exchanges supply the least information about 
themselves. A comparison with the scale on which facts 
and information are compiled on the New York Stock 
Exchange and authoritatively circulated will be an asto- 
nishing revelation to most people in this country. There 
iS no reason why similar data should not be available 
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in this country. The volume of transactions week by 
week, the magnitude of actual deliveries, the rates of 
budlas, the brokers’ loans from the banks, these and 
other facts should and could be made available to the: 
general public for its guidance. While brokers’ circulars 
to express their individual opinions may continue, all 
factual information could be consolidated into an official 
Exchange Bulletin and unnecessary duplication of printed 
material avoided. 


CHAPTER V 
STOCKS AND SHARES MONTH BY MONTH 


(Bombay Slock Exchange) 


Those who wish to exterminate speculation set before 
themselves a task which is not only inherently difficult 
but is apt to originate in an imperfect understanding of 
the real evils at issue. The following notes were circu- 
lated month by month for the guidance of the genuine 
investor and are now re-printed here without a single 
alteration with the object of elucidating the objects 
which speculation serves. A careful perusal should prove 
that in a world from which instability can never be abo- 
lished and indeed is likely to grow apace, speculation 
cannot be suppressed without suppressing the right of the 
investor to protect himself by exercising more foresight 
and vigilance than others. Unless the Government itself 
undertakes all industries or enforces the principle of 
insurance for all investments undertaken by private per- 
sons, it is difficult to see how speculation can be elimi- 
nated to any substantial extent. This is a sphere of 
legislation in which modest claims and determined mea- 
sures are more appropriate than sweeping announcements 
and small performances. 

August 1946 

Today, the investor in India finds himself in a most 
perplexing situation. On the one hand, he is assured that 
we are on the eve of a great industrial and economic 
development. On the other hand, the behaviour of our 
stock markets during the last twelve months has been 
such as to scare him away from investment. 

What is the situation which confronts the investor 


STOCKS AND SHARES 49 


today ? 

With occasional relapses due to profit-taking or un- 
expected events like the De-monetisation Ordinance, the 
prices of all scrips have experienced a more or less con- 
tinuous upward pressure. Most of them stand today at 
leveis which appear fantastic even to the most sanguine 
and optimistic. We must appraise the basic factors of 
this rise very carefully before arriving at a final judgment 
on these levels. 

(1) The inflation of war has left behind enlarged 
money incomes and a much larger volume of money 
sayings. In ordinary circumstances, larger incomes lead 
to a more or less proportionate expenditure. But prices 
of necessaries are al present controiled and imports from 
outside are limited. This artificial inflation of savings 
must however fall gradually in the near future. The 
recent relaxations of import controls are only a first step. 
Even then it is significant that it is reported from Eng- 
iand that India already has taken the first place in her ex- 
ports. Again the recent reductions in import duties on 
silver and gold have obviously no meaning unless regular 
imports from abroad are expected. 

(ii) Even apart from the well-known difficulties of 
importing capital goods, expansion of output Is much 
hindered by the present relationship between prices and 
costs of* production. Prices of labour and raw material 
ure only one factor in the situation. The level of new 
capital expenditure which must run very high is much 
more important. When new enterprises have become so 
expensive, it is not surprising that old concerns are chang- 
ing hands at three, four and five times their capital and 


Teserves. 
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But here again forces are at work which will bring 
about a reversal of the trend. The new National Govern- 
ment may be presumed to bring to bear at no distant 
date its overwhelming weight on the U.K. and the U.S.A. 
in the matter of release of capital goods. Sooner or later, 
the present controlled prices are sure to be revised gradu- 
ally till industry gets the necessary stimulus to expand. 

This revision of prices is not likely to mean however 
increase of profits for old concerns. With a National 
Government in the saddle, taxation must reach very high 
levels. The prohibition programme of the Provincial 
Governments which alone will cost about 45 crores out of 
a total revenue of 200 crores must mean a high Agricul- 
tural Income Tax and other taxes at higher levels. This 
figure of 45 crores may be compared with the Central 
Government budget figure for Taxes on Income which 
stands at 80 crores. It is now generally recognised that 
the abolition of the Excess Profits Tax at a time when 
there were no reasonable prospects of growth of new 
enterprises was a precipitate step. It 1s well-known that 
the acutest brains of the British Treasury are at present 
engaged in devising a peace time substitute for the Excess 
Profits Duty. It 1s idle to imagine that the lesson of this 
control of profits will be without its effects on our next 
year’s budget. A Government which is committed to the 
abolition of Zamindari in land is most unlikely’ to leave 
capital in India untouched. 

(111) Next to the abolition of the Excess Profits 
Duty, the other event which caused a sudden upsurge of 
prices was the flotation of the 24 per cent loan by the 
Central Government. The effect of this step is being 
neutralised even now by 2? per cent loans of Provincial 
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Governments. Although the Government cannot be 
accused of lowering the rate of interest now, it is clear 
that it is taking the maximum advantage of the legacy 
of its financial policy during war. It is proper to ask 
the Government whether it really thinks that these rates 
could be maintained much longer than a few months, 
particularly after private investment begins in real ear- 
nest. A stage must arrive when measures to hold in 
check and even deflate the present volume of currency 
will be found to be incompatible with low interest rates. 
When market rates begin to rise under the pressure of 
the demand for more and more working capital, it will 
be seen that for a little saving of interest charges, the 
Government inflicted unjustifiable losses on small and 
middle-class investors, insurance concerns, banks, etc. 

The foregoing facts undoubtedly point to a revision 
of present stock and share prices more in conformity with 
the average yields of scrips now and in the near future. 
We must not also underestimate the repercussions of the 
proposed political structure, should it come into existence 
next year. If Section B which comprise the Punjab, Sind 
and N. W. F. and Section C which comprise Bengal and 
Assam diverge in their economic policies from the rest of 
the country, some of the well established industries of 
this country like Textiles, Iron and Steel, Cement, 
Vegetable Oils, etc. will be deeply affected. If the present 
common tariffs are replaced with three independent tariff 
systems, trade and industry will have to pass through a 
period of adaptation which will by no means prove very 
easy. 

In the face of these facts, we feel justified in advising 
the genuine investor to exercise patience and to hold off 
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from any long term commitments. Even now there are a 
few scrips which have not shared in the hectic rise and 
which many be picked up at intervals at each break in the 
market. Associated Cements are a good example of such 
scrips. It is high time also that the investor gave more at- 
tention to well-managed smaller concerns for whose pro- 
ducts there is an assured steady demand over the next 
few years. ‘Tea, silk, certain chemicals, tobacco, matches, 
shellac, etc. are leading examples of such commodities. 
More than their past or present yields, attention should 
be given to their capitalisation and accumulated reserves. 
The scrips to avoid are those which have figured very 
prominently in the recent speculative booms. The in- 
evitable correction of market conditions must affect them 
most drastically, and therefore we very strongly advise 
all our clients to liquidate all their holdings, particularly 
all these very highly inflated scrips. 
October, 1946 
The market has met with the inevitable correction. 
It would however be wrong to allow this technical cor- 
rection to obscure our view of the fundamental facts of 
the investment situation. It would be wise to take stock 
now, of the situation as it has developed during the last 
several months. Such a review should offer us the vant- 
age ground from which we could survey the road we 
have travelled till now, and form some opinion of the 
topography which lies before us. The table below pre- 
sents the values of some leading scrips as they were 
affected by the chief economic events of the last twelve 
months. ( See pp. 54-55 
It is clear from this table that the usual bullish or 
bearish tides in the market were provoked by certain 


STOCKS AND SHARES 53 


general factors like the demonetisation ordinances, aboli- 
tion of E. P. T., conversion announcements, low interest 
rate loans, etc. But there are two other influences which 
also are very notable. (1) The general factors have influ- 
enced the values of speculative scrips much more than 
those of others. The rise in the values of other scrips 
have been largely individual incidents not to be accounted 
for by these speculative tides. In some cases, the specu- 
lators and operators appear to have turned their attention 
to side scrips when the speculative scrips reached levels 
which were deemed unsafe. In hardly a single instance 
have the hopes spread or suggested by interested parties 
been confirmed by facts. The fortunes of Imperial Bank 
F. P., Bombay Burma, Premier Construction, Swadesh, 
_etc., are sufficient to prove this statement. (i1) The 
speculative and side scrips reached a top heavy position 
and then the flotation of a few small provincial loans, 
rumour of a system of margins etc., proved a sufficient 
excuse for the bears to precipitate a technical correction. 
At the end of the stampede, all scrips have reached levels 
lower even than before the conversion and cheap money 
booms. Even then, it is a remarkable fact that even if 
the foregoing scrips were to maintain their latest divi- 
dends, the yields on these prices do not work out at more 
than 2.90 per cent in most cases. The only exceptions 
are Defds. and Ordinaries which yield more than 4.3 per 
cent but even in their case, the situation has altered in an 
important manner by the recent wage-agreement. (iii) It 
would be wise not to confound technical corrections and 
technical rebounds with fundamental economic revalua- 
tion. The significance of the technical character of the 
adjustment was well brought out within 24 hours of the 
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WEEK-END 
| Year-end ‘Demonetisa- 
"Boom. tion Re" | Boom. 
‘Jan. 12, 46 ' action ‘March 2, 46 
| Jan. 19, 46 ; 
Tata Defd. 2,697 2527 2,995 
Tata Ord. 482 457 531 
Dyeing 2147 2.132 ' 2.450 
Kohinoor | 678 562 166 
Swadesh 733 715. 715 
Imperial Bank F.P. | 2,522 2,522 2.400 (XD) 
Central Bank 1B 08 - 115 
Scindia BAB 42.2 ABI 
Cements | 251 2334 (XI 258 
Bombay Burma 645 605 627 
Premier Cons. | 240 224 931 
Howrah Jute 123 ui 128 
Ind. Iron BO - 68-10 
Bishnauth Tea 52-12 a2-8 49 
Tezpore Tea 30-8 dR 27-8 


Belapur 857 256 
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VALUES 
oo ee 3 ! 
“Room; Loan’ Boom "Sept. 1946 | Guceet 
June 15,46 ~~ July 10,46 © Crash Feb, 28, 1947 
3,108 3,570 2,965-2,830 2,430 
556 637 538- 518 447 
2.577 3,155 2,825-2,765 2,475 
949 1,152 955- 890 780 
839 990 768- 750 712 
3,060 3,300 2,905- .. 2,447 
145 : ee «131-129 | 128-8 
55 | 50-12: 49 45 35-8 
260 1 875) 5. 237 194 
732 383 «= 885—(‘<ité‘ !*S#C«W TSS CIB 547 
952 (3620 BOBe 246 
: 162 | 145-135 108 
! 623 | 58 54 40-4 
29-8 | 36-10 | 32-10 (XD) ° | 
306 SS 268 
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last phase of the precipitous fall. Hardly had the market 
closed when Bombay Dyeings rushed up from the low 
level of Rs. 2,870 to Rs. 3,000 and when the market open- 
ed the next day, the terrified bears were confronted with 
a price of 3,200-3,300. With the threat of taking delivery 
of 1 out of every 3 shares sold in the market, the badla 
rate shot up to the unprecedented level of Rs. 80-100. 
In all other scrips, in contrast, the bulls had to pay 
badlas which though not so spectacular were quite sub- 
stantial. Defd. badla was quoted between 11/4 to 12/1; 
Ordinary badla between 1/12 to 2: Kohinoors 3,8; 
India United, As. } ; Simplex Rs. ! : Gokak Rs. 5 ; Bela- 
pur 1/8 ; Scindia As. 2-6 ; etc. We have now the interest- 
ing situation not unusual that despite the heavy bear sales 
of four days and price levels back to the budget days 
the badla still persists against the bulls except in the 
conspicuous case of Bombay Dyeings. 

The long term and more permanent factors of in- 
creasing scale of our national expenditure, the great 
borrowing programmes of central and provincial govern- 
ments have been overshadowed for the present by other 
more immediate events and contingencies. The riots and 
uncertainties of political negotiations are weighing heavily 
on business psychology. The invitation by the Inter- 
national Monetary Fund to state our choice of rupee 
parity has not unnaturally raised lively speculations. The 
main question of course is whether we are in a position 
to relax internal and foreign trade controls and align our 
costs and incomes with those prevailing abroad. In the 
absence of such readiness, the question of parity is at 
best rather premature. The clauses of the I. M. F. do 
not preclude continuation of present restrictions although 
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we are bidden by the Fund to bear in mind and pursue 
the object with which the organisation has been set up. 
In the meanwhile, the Bullion Market shows lively reac- 
tions to the possibilities. The wide margin between spot 
and forward rates betrays expectations of the domestic 
price moving towards the much lower world price. This 
however should not affect the stock market much as 
investment-funds are not highly interchangeable as 
between stock and the precious metals. A more imme- 
diate question relates to the recovery of the sterling 
balances whose fate is linked to an extent with the choice 
of parity. If they are not liquidated in supporting an 
impossible parity, they should prove an important means 
of an expanding economy for this country. It is to be 
feared that the exact significance of the monetary situa- 
tion within the country does not seem to be properly 
grasped in the spate of statements being issued. The 
present volume of our monetary circulation seems to be 
far ahead of the effective price level and the effective 
price level 1s far ahead of the price levels abroad. These 
are all interdependent matters decisions on which must 
take time to materialise and the investor would be well- 
advised not to be unduly impressed by temporary fluctua- 
tions. 
November 19-46 
In the course of our earlier reviews, we sought to 
make clear among others the following points. The 
investment values which have been current for the last 
year or two do not correspond to the economic realities 
of the near or distant future. These economic realities 
have hardly started revealing themselves yet. The 
changes which are taking place, even when spectacular, 
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are more or less in the nature of technical adjustments 
and must not be mistaken for basic economic re-assess- 
ment. Economic levels on which alone the genuine 
investor should base his action are far off. Since the 
issue of our last circular, communal disturbances, hopes 
of political pacification, nearness or otherwise of badlas, 
risks of intervening holidays, some intelligent anticipa- 
tions of the forthcoming British budget etc., have had 
their usual influence in causing minor recoveries or 
recessions in the market. But the fundamental basic 
facts remain almost exactly as they were. 

A matter of great concern to the market now and 
in the near future is the course of bullion prices. This 
is sO not merely because parties involved in the bullion 
exchanges are generally parties involved in the stock 
markets also. Bullion in our country is an investment 
alternative to stocks and shares. It is true bullion yields 
a return of zero per cent. But the present prices of 
stocks and shares are so inflated and the profits of 
industrial concerns are so certain to decline, that their 
present yield of 2 per cent and even less is not very at- 
tractive. To many people, bullion at lower and. more 
stable prices must appear a safer investment than stocks 
and shares which ordinarily are thought to be more vio- 
lent in their fluctuations. The course of bullion prices 
is bound up with Government and Reserve Bank policies 
which are hardly clear. The Finance Member imposed 
duties at a time when no imports were possible or ex- 
pected. He promised at the time revision of these import 
duties from time to time to restore price parities. After 
a few months, he proceeded to reduce the duties, although 
again no imports were in sight. The Finance Member's 
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handling of the bullion question was as_ intelligent 
and as justifiable as his handling of the Excess 
Profits Duty. One wonders whether the object behind 
these moves was mainly the raising of the values of 
British investments in this country prior to their return 
home! With the new Government, this question must 
now assume an urgent aspect. The present position is 
very queer. The Government permits and rightly en- 
courages exports of certain commodities like tea, jute, 
certain varieties of cotton etc. which are essential to 
other countries. But the imports which it allows include, 
along with essential goods like capital goods toilet 
materials, silks, etc. 

In the meanwhile, the International Monetary Fund 
is scheduled to function from January Ist of next year. 
If the gold parity of the rupee is fixed at Re. 1=1 s. 6d. 
and 1 oz.=177 s., what is to be the domestic price of 
silver and gold here? How long is the ignorant and 
unbusinesslike peasant of this country to be forced to 
build up his store of value at a price far higher than the 
world price? If as in the years after the Great Depres- 
sion, the trade balance and the exchange rate have to be 
supported by exports of gold and silver, who is to bear 
the loss? Is the Government prepared to build up a 
special reserve out of the gold and silver duties or other- 
wise out of which the peasant could then be compensated? 
It is clear that these and other questions cannot be put 
off very long by our Interim Government. Perhaps, the 
operation of the International Monetary Fund must ex- 
pedite the decision at no distant date. 

Much more far-reaching and permanent must be the 
effect of the return of Republicans to power in the U.S.A. 
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after an eclipse of more than 15 years. The Republicans 
will no doubt use the same accent but the spirit will be 
very different. The whole fabric of post-war world re- 
covery and economic co-operation has been reared on 
certain assumptions of behaviour on the part of the 
U.S. A. The lack of understanding between Russia and 
the western democracies is today a very serious factor 
in retarding world recovery. With the rise of Republi- 
cans to power, this lack of understanding will persist even 
longer. At the present juncture, the U. S. A. must and 
in her own interests, should serve as the largest source 
of capital and the largest market for goods to the rest 
of the world. But loans will now become more _half- 
hearted and restricted with conditions. The traditional 
Republican fanaticism about tariffs must run counter to 
the whole post-war economic assumption of sharing 
domestic productivity and prosperity with the outside 
world. With de-control in full blast, prices of food and 
other necessaries are climbing up. The clamour for 
higher and still higher wages and pressure on supplies of 
consumption goods will soon create a deadlock which 
starting with industrial countries will spread to agricul- 
tural countries. The pattern of the post--1921-2 depres- 
sion is implicit in this situation. 

The genuine investor must therefore bear in mind 
now and in the near future certain important facts. It 
would be unsafe to select for investment any but those 
industries for the products of which there is bound to be 
a steady and continuous demand even in adverse times. 
Among those concerns which satisfy this prime condition, 
those must be carefully avoided which have very old ma- 
chinery and have not built up adequate depreciation re- 
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serves. In judging acdeyuacy of reserves, the wear and tear 
of war years and the high capital goods costs which pre- 
vail now must be ampiv allowed for. Again, with the 
prospects of taxation as they aye in this country, scrips 
whose values have become greatly inflated due to the 
lavish dividends of war years made possible largely by 
the crude operation of the lexcess Profits Tax must be 
avoided. Those whose values are on moderate levels due 
to the special conditions of war or pre-war conservative 
dividend policies offer much hetter protection and pros- 
pects. 
January, 1947 
' 
THE CLOSING YEAR 
The year which has closed has made history in the 
Investment market. The vear was ushered amidsi the 
post-war boom conditions of 19.45. The Demonetisation 
Ordinance of early January appeared to give a setback 
io the uninterrupted tide of searing prices. But the set- 
back proved very temporary. The measure was ill-con- 
ceived, ill-planned and ill-executed. There followed then 
a succession of three big booms---the boom of the abolition 
of the Excess Profits Duty, the boom of the conversion 
of 34 per cent Paper and finally, the boom of the 24 per 
cent Loan. It appeared as if nothing could ever cry halt 
to soaring prices. The scarcity of short sellers who had 
lost heavily since the termination of the war merely add- 
ed fuel to the fire, but at the same time withdrew all 
the potential support of the market in case of a turn in 
the tide. August brought the great crash in Wall Street 
and the outbreak of violence in Calcutta. The hesitant 
tone imparted by these events and the well-known weak- 
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ness of an operator were fully exploited to bring about 
a terrific bear raid. The bears were however held in 
check temporarily by an equally violent bull counter- 
attack in Bombay Dyeings which created another vulner- 
able situation. The trapped bears were made to pay un- 
precedented badlas for several settlements ranging bet- 
ween Rs. 30 to Rs. 100. But when the rate suddenly 
veered against the bulls, a series of minor relapses en- 
sued with sentimental recoveries which the general pub- 
lic stoutly refused to follow. When the year arrived at 
its official close, a subdued tone prevailed. But as hap- 
pens too often, the last two days brought the rumour of 
a bonus share in the explosive counter of the market, 
Bombay Dyeings. A vicarious but diffused strength 
greets the New Year. 


THE TECHNICAL POSITION 

Though budia still persists against the bulls, the tech- 
nical position shows a great improvement. The range 
of fluctuations is distinctly narrow. It is true the genuine 
investor is still strongly disinclined to step in at the present 
levels. Even the speculative public is not prepared to 
follow the professional lead as was proved more than once 
when prices slid back from the levels to which profes- 
sional buying had raised them. Any steep fall or still 
more, any steep rise seems highly improbable unless new 
causes intervene. 


THE IMMEDIATE PROSPECTS 
The opening months of a New Year are months of 
important dividends, budget anticipations and sometimes, 
legislative surprises. With a fall in output of 25 per cent, 
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textiles dividends are hardly likely to err on the generous 
side. The refusal to raise the ceiling on raw cotton prices 
or revise textile prices, the ill-disguised threat to inquire 
into the claims of the textile industry have a significance 
which is not likely to be lost on the parties concerned. The 
financial returns of the early months of the current year 
are reported to reveal as large a deficit as 50 crores. The 
expected abolition of the Salt Tax is not likely to make 
the position easier. As a consequence of the unpre- 
cedented strikes, the cost of Government machinery 
must show a substantial spurt. While there is much talk 
of control of markets, the public has yet to be assured 
that the question is in the hands of those who usually 
understand what these markets are. Unless dealt with on 
an expert and experienced level, these experiments may 
do more harm than good. 


THE LONG RUN TREND 

The International Monetary Fund has at the in- 
stance of the Government of India stabilised the Rupee at 
its present sterling and dollar level. This may not mean 
deflation. But it is certain that the era of inflation must 
now end. A broad hint to this effect may be read in 
the persistent. weakness of Government securities. This 
weakness is only partly political. The important fact is 
that the expanded volume of currency is now largely 
absorbed in higher costs and prices. The surplus or 
superabundant currency no longer exists. It is not with- 
out significance that banks have to finance the growing 
demand for loans and advances by unloading their Go- 
vernment securities. 

A factor which might sustain investment prices is the 
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settlement of steriing balances in favour of this country. 
This is not a question merely of the fraction of these ba- 
lances which Great Britain undertakes to repay. The size 
of the annual instalment is one material point. But even 
more important is the use to which we. choose 
to put the sterling resources. These resources could be 
used (i) to acquire British investments in India, (11) to 
finance the expenditure of the country abroad incidental 
to State investment at home, or (ili) to cover the gap 
between exports and imports and thus to enable the 
capitalists to acquire their foreign requirements at an un- 
changed external value of the Rupee. According as one 
or the other object is preferred, the effect would be neu- 
tral, inflationary or deflationary. While our current ear- 
nings abroad must become multilaterally convertible 
from July next, the instalments of sterling balances are 
not payahle till after 1951. It is a matter of worldly 
prudence whether we should wait till that year or take 
what British investments we can here and how. 


AN AMERICAN DEPRESSION AHEAD ? 

Recently, knowledgeable quarters have been discuss- 
ing whether the August Wall Street crash betokens an 
American Depression like the one of 1929-30 which 
must sooner or later spread to the rest of the world. It 
is true that every significant depression is always preced- 
ed by a stock exchange crash and collapse of investment. 
But it 1s not true that every stock exchange collapse is 
followed by a depression. A few fundamental facts of 
the present situation should disprove these fears. It is 
unlikely that the pressure on capital goods industries and 
investment generally will diminish for some years to come. 
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Apart from low interest rates, the shortage of consump- 
tion goods must itself tend to maintain the level of in- 
vestment. In India, after its complete abeyance during 
war, private investment is still waiting for a_ start. 
Again, it 1s very improbable that a sudden spurt of 
interest rates will be allowed to cause destruction of 
purchasing power as in 1921-22 or 1929-30. The 
monetary authorities are now quite determined not to 
allow rates to rise. While temporary setbacks: cannot be 
avoided until costs, wages, and prices are stabilised, a 
general deflationary movement need not arise. We have 
yet to reach the point of full utilisation of the purchasing 
power created during the war but impounded by control 
measures. 


OUR ECONOMIC POLICY 

Even if we leave our growing political instability out 
of account, it must be admitted that our economic policy 
has yet to take definite shape. More light is required 
on three points in particular. Many of our important 
articles of export and import are still subject to controls 
and our economy exists to that extent in isolation from 
the world economy. Internally, the prices and produc- 
tion of many commodities are controlled largely in the 
interests of the consumer but this has created something 
like an economic deadlock in which ordinary incentives 
of enterprise have ceased to function. Finally, while the 
Provincia! and Central Governments are launching scheme 
after scheme of economic rehabilitation, the growth of 
unproductive expenditure and disproportion between in- 
vestment which yields early fruit and investment which 
in the nature of things must take long time to mature 
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may not be overlooked as causes likely to intensify our 
immediate shortages. From the standpoint of economic 
welfare, the proper timing of public investment may well 
prove more important than theoretical allocation of 
spheres of public and private enterprise. It will serve 
to edify and give direction to the public mind if our Cen- 
tral Government adopted the practice of Great Britain 
and presented to the country a budget of our national 
economy before presenting the annual financial statement. 


THE INVESTOR'S PROBLEM 
It appears therefore that the political, economic and 
financial decisions of the early months of the New Year 
will set the tone of trade and industry for a Jong time to 
come. On the whole, the investor has cause to seek pro- 
tection more from deflation rather than inflation of values. 
Rare opportunities are bound to present themselves if 
only he makes the proper choice at the proper moment. 
There was never a greater need to distinguish between 
the immediate short run prospects and long run tenden- 
cies with the latter of which alone the investor is con- 
cerned. 
February, 1947 
January inherited from the previous year a vulner- 
able situation caused by the diffused but vicarious 
strength imparted by the bonus share in Bombay Dye- 
ings. Sporadic causes for firmness made their appearance 
from time to time. Swadesh rose and fell according to 
alternating rumours of a bonus share, change in the 
managing agency, etc. Rumours of bonus. share in 
Central Banks and Kohinoors and expectations of higher 
dividends in individual scrips as a result of the abolition 
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of Excess Profits Duty came to the rescue of bulls at 
intervals. But the sharp falls of the last few weeks in 
note-circulation and continued weakness in Government 
securities revealed more enduring causes restraining any 
upward trend. The crucial month of February is ushered 
amidst a confusion of political counsels to which there 
seems no near end. Technically, the bears continue to 
receive not unhandsome budlas from the tired and cau- 
tious bulls ; and until it falls to a more rational level, the 
superinflated value of Dyeings must continue to be a 
source of danger to the whole market. 


THE INVESTOR'S PROBLEM 

Our December Review spoke of the great opportu- 
nities for investment which must present themselves in 
the near future. Unfortunately, the ordinary investor 
experiences great difficulties in taking full advantage of 
such opportunities. These difficulties must be carefully 
considered if our advice is to have a real practical value. 

In the first place, the investor has to assess truly the 
kind and character of each investment opportunity as it 
presents itself. The investor by very definition should 
not have cause to change his investments except at 
appreciably long intervals. The changes if any should 
be confined to the part held largely for capital appre- 
ciation. A review of the last twenty years makes clear 
the importance of this point. In these twenty years, there 
occurred not more than three or four such golden op- 
portunities for investments. The post-war slump of 
1921-23 was the first attractive chance. But the validity 
of this opportunity did not last beyond 1929-31 when the 
world experienced the greatest slump known to history 
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since the advent of the capitalist system. The slow re- 
covery which ensued came to an abrupt termination with 
the outbreak of the war in 1939 which introduced the 
third phase in the economic life of the world and the 
present generation. 

To grasp the meaning of such opportunities is diffi- 
cult enough. But it is even more difficult to distinguish 
them from situations which are nothing more than tem- 
porary respites on the road to more stable conditions. 
The approaching close of military operations in Europe 
caused a slow fall in all investment values till May 1945 
when the war came to an end. The September crash of 
last year might have appealed to many as an investment 
opportunity. But the well-instructed observer could not 
have overlooked in the first case the fact of abnormal 
monetary and scarcity conditions which the war left in 
its wake and in the second case, the fact that the crash 
was the technical and inevitable nemesis of an over- 
bought market. If judgment has to be revised at every 
interval of six months or a year, the distinction between 
investment and speculation tends to be blurred. At the 
same time, it has to be recognised that the Victorian era 
of peace and stability ended with the out-break of the 
world war in 1914. We are now living in a world in 
which disturbed conditions are the rule and undisturbed 
progress the exception. Investment requires much more 
continuous and well-instructed attention than in the days 
of our fathers. 

The second great difficulty of the investor is that the 
investment opportunity is apt to last for a very short 
time, sometimes, it is a matter of a day or two. Unless 
he has an adviser who is alert on his behalf, the best 
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moment for action is apt to slip past the investor. This 
throws light on the importance of selecting a proper 
adviser and giving him the requisite margin of discretion. 

The alertness of the adviser is however of little conse- 
quence unless the investor has already fixed at least in 
Outline his investment plan. Here arises the third diffi- 
culty of the investor—lack of knowledge and judgment 
about the qualities of the available scrips. These quali- 
ties are apt to change with changes in the economic situa- 
tion---which presumes for proper assessment a close con- 
tact with the past and present facts about each scrip. 

The scrips dealt in in our Stock Markets are dis- 
tinguishable for different qualities. The most important 
among these qualities are—the degree of marketability, 
yield, stability of value, potentialities of capital appre- 
ciation. An individual scrip may be distinguished for 
more than one quality—-although the presence of more 
than two qualities in pre-eminent degrees in very rare. 
Indeed, some of these qualities are incompatible with 
each other. What makes judgment very difficult is the 
fact that many scrips are apt to acquire or lose some of 
these qualities according to the prospects of the economic 
situation now and in the near future. 

A fairly exhaustive classification of about 100 best 
scrips quoted at present in the Bombay, Calcutta and 
Madras markets reveals that they could be placed under 
one or the other of the following heads ; High Yield and 
_Marketability ; High Yield and Stable Value; High 
Yield and Capital Appreciation: Stable Value and 
Capital Appreciation ; Stable Value and Marketability; 
Stable Value and Capital Appreciation ; Marketability 
and Capital Appreciation. 
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In making his outline investment plan, the investor 
should bear in mind two facts. The number of his scrips 
is a function partly of the total size of his investment 
and partly of his capacity to keep a watch on market 
movements. For an investor of Rs. 20,000 or less, it 
would be imprudent to aspire for an investment of highéf 
quality than could be achieved in about three scrips. 
For him high yield, stable value and marketability should 
be the main objective. Two scrips from the class des- 
cribed above as “ High Yield and Stable Value” and one 
from the class ‘“‘ Stable Value and Marketability ’ should 
meet more or less fully all his reasonable requirements. 
For a medium size investment of Rs. 20 to Rs. 50 thou- 
sand, half the investment could well aim at ‘“‘ Stable Value 
and High Yield” ; a quarter could well be selected from 
the class “High Yield and Capital Appreciation” ; the 
remaining quarter could be placed in the class “ Mar- 
ketability and Capital Appreciation”. For large size in- 
vestment of Rs. 50 thousand to 1 lakh, the diversification 
could be much more. But it is very doubtful whether 
the ordinary investor who has other pre-occupations could 
maintain the necessary vigilance over more than 8 to 10 
scrips at the maximum. The loyal broker is of course 
properly expected to bear in mind his client’s interests 
and commitments. But the practical investor does cer- 
tainly wish to feel assured of the course and behaviour 
of his investments by direct observation of the market. 


CHAPTER VI 
NATIONALISATION OF BANKING 


The Finance Member made a laconic announcement 
about the future of the Reserve Bank. “ An important 
question which I might mention at this stage,” he said, 
“is the nationalisation of the Reserve Bank of India. 
Hon. Members will remember the recent debate in the 
House which disclosed that there was a general consensus 
of opinion in favour of nationalisation. I said at the 
time that I would be prepared to give sympathetic consi- 
deration to the proposal for nationalising the bank if this 
was found to be in the best interests of the country, aiter 
considering all the relevant aspects of the question. I 
have since given further thought to the matter and am con- 
vinced that the advantages of nationalisation outweigh 
any possible disadvantages. I have therefore come to 
the conclusion that the Reserve Bank should be nationa- 
lised ; the time and manner of effecting the change being 
a matter for separate consideration in due course.” 


TREND TOWARDS NATIONALISATION 

The most important development of the last few 
months in the world of banking is, no doubt, the strong 
trend to nationalisation. The initiative was taken in the 
United Kingdom when the Labour Government proceed- 
ed to nationalise the Bank of England. A much more 
important departure was made in France when, with the 
public administration of the Bank of France secured by 
the pre-war socialist Government of M. Leo Blum, the 
new post-war government announced the nationalisation 
of the four biggest commercial banks of France. With 
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these important events before our eyes, it would perhaps 
be not altogether uninstructive or too inopportune to 
examine this question of nationalisation of banking in 
the context of Indian circumstances. 


NATIONALISATION OF CENTRAL AND 
COMMERCIAL BANKS 

It is necessary to keep apart the two quite different 
questions of nationalisation of central banks and nationa- 
lisation of commercial banks. The central bank of every 
country is avowedly entrusted with a national responsi- 
bility and to enable its proper execution is vested with 
important special privileges and monopoly powers. It 
is true that in too many cases, this national responsibi- 
lity was materially qualified in the past by the fact that 
high finance and commerce were allowed to have a pre- 
ponderating influence in the day-to-day management and 
formulation of policies of central banks. But this essen- 
tially narrow and mistaken view of their national responsi- 
bilities 1s to be chiefly attributed to the fact that till 
recently the nature and importance of monetary manage- 
ment for the economic welfare of all classes and sections 
of society were not properly understood. There was a 
general tendency to assume without much examination 
that, what was expedient from the viewpoint of high 
finance and commerce could not be opposed to the general 
interests of employment and good incomes. Apart from 
this rather perverse and class-blind approach to the prin- 
ciple of national responsibility, the unwillingness to sub- 
ordinate the Central Bank to the authority of the Govern-. 
ment sprang not from denial of its national function, but 
from a fear that Governments were most unlikely to have 
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the capacity to appreciate the technical skill and know- 
ledge required for its efficient discharge. A veritable re- 
volution in economic thought and ideology and two world. 
wars with an interim period of fearful depression and em- 
ployment have enlarged the economic initiative and. 
authority of Governments beyond all imagination. Cen- 
tral banking has now become one among several means. 
by which the Government is expected to maintain stabi- 
lity of income and employment for the community at 
large. It is hardly surprising if in this new orientation 
of State responsibilities, the old-world idea of the so- 
called independence of central banks should be swept out 
of existence. 


INDIAN PUBLIC OPINION 

It is well known that Indian public opinion was. 
entirely for the creation of a State-owned and State- 
managed Central Bank and events have proved that it 
judged world trends more accurately than Whitehall and 
London which forced on this country a contrary decision. 
The probable or ostensible grounds on which the Labour 
Government has now nationalised the Bank of England 
should now enable us to judge how far the British dictat- 
ed Reserve Bank of India interposes obstacles in the way 
of the economic progress of this country. It is clear that 
the common objection that the assured profits of special 
privileges and monopoly business should not be appro- 
priated by private investors does not hold good in the 
case of our Reserve Bank. Unlike the Bank of England, 
the Reserve Bank has to share all profits in excess of a 
certain minimum with the Central Government on a scale 
which is heavily in favour of the latter. At the very 
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least, it could be claimed that the urgency of this ground 
does not exist to the same high degree as could be alleged 
in the case of the United Kingdom. A much more com- 
pelling circumstance which has expedited nationalisation 
in England is the experience during the financial crisis 
of 1931 when a rift is supposed to have occurred between 
the policy of the Labour Government and self-interest or 
financial judgment of the banking system in general. The 
need for a full alignment between the policies of the 
Government and trends of money and banking has be- 
come much more acute as important industries are singled 
out one after another for nationalisation. This new 
factor raises the general question of policy from the 
sphere of monetary control and incentives into the sphere 
of credit by commercial banks. 


CONTROVERSY OVER THE CLAUSE 
WHICH EXTENDS AUTHORITY OVER 
COMMERCIAL BANKS 

Actually, the most heated controversy has arisen not 
over the acquisition of ownership of the Bank of England 
by the State but over the clause which appears to extend 
its authority over the business of commercial banks with 
the inroads it implies on the time-honoured secrecy of 
banking business. So far as the argument relates to 
But what it necessitates in this country is not so much 
much force to this country as to the United Kingdom. 
monetary policy and credit control, it applies with as 
a change in the law of the Reserve Bank as a new orien- 
tation of practice. The law already vests the power of 
appointing the executive in the Governor-General whose 
responsible ministers could be trusted to bear in mind 
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the national stake involved in the appointments. As for 
the equilibrium of power between the Central Bank's 
executive and the Central Board of the Bank, this again 
is largely a matter of the skill, capacity and moral autho- 
rity of the individual on whom the mantle of Gover- 
norship is conferred. The question of the authority of 
the State-owned and State-managed Central Bank over 
commercial banking is more complicated. Although there 
is a large volume of individual opinion on the planned 
economy or economic planning of the future, no political 
party likely to assume power in the near future has yet 
adopted a programme which 1s definite beyond doubt, 
sufficient in its detail, reasonably authoritative in its Eco- 
nomics or Technology. Even though the extraneous issue 
of Indo-British relationship were cleared out of the way 
tomorrow, a stable realignment of political and economic 
forces is bound to take several years. Till then, it would 
be highly premature to adopt measures likely to interfere 
with the judgment of commercial banks in their normal 
activities. Another very important element in the rapid 
drift towards nationalisation of banking was the accusa- 
tion which was very freely made that Montague-Norman, 
. and under his influence the banks, had a “ foreign policy” 
of their own during inter-war years, which ran counter 
to the official foreign policy . It is not necessary for our 
purposes to examine the character or veracity of this 
belief. It must be recognised however that with the orga- 
nisation of international organs for management of money 
and trade relations, economic decisions are today made 
as much on the plane of power politics as financial and 
economic expertisé. A Central Bank which lacks the 
authority of the Government behind its opinions and 
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policies has no place in the world as it is emerging from 
World War II. As a matter of fact, the Central Bank 
is becoming one among many organs through which the 
State seeks to co-ordinate national economic policies in 
relation to the outside world. 


NATIONALISATION OF THE BANK OF FRANCE 
AND THE BANK OF ENGLAND 

When the Government of France decided to nationa- 
lise the Bank of France, it made a much more funda- 
mental departure than the Labour Government of the 
United Kingdom. For, unlike the Bank of England, the 
Bank of France is as much a commercial bank as a cen- 
tral bank. It was a matter for some speculation how 
the power over trade and industry which the bank of 
France has placed in the hands of the State could be 
reconciled with the power which private banks were bound 
to exert over other sectors of trade and industry. The 
potentialities for conflict were many and serious. The 
difficulty was resolved in the only logical manner possible 
by extending the principle of nationalisation to cover in 
the first instance, the four biggest banks of France. 
From the standpoint of India, this is a very Important 
experiment, for. the banking system of France has many 
similarities with our own in structural diffuseness, larger 
use of currency notes, absence of outlets for investment, 
the presence of country banks, predominance of agricul- 
ture, etc. 


COMMERCIAL BANKING IN UNITED 
KINGDOM VERY NEAR MONOPOLY | 
The grounds on which commercial banks are deemed 
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as ripe for nationalisation are naturally of quite a diffe- 
rent, prder. In certain countries like the United Kingdom, 
commercial banking is believed to be very near monopoly 
conditions. To establish a conclusive case on this ground, 
it is necessary to prove two things. It must be establish- 
ed in the first instance that competition between different 
banking units has ceased to exist. Secondly, it must be 
proved that banks are making use of their monopoly 
position to extract for their services something more than 
what they would receive if free competition prevailed. 
So far as this country is concerned, the domestic banking 
business of the country is shared among scores of large 
and small banks in all phases of expansion and conform- 
ing to all standards of banking practice. We are yet far 
away from that high concentration of banking power re- 
presented by the Big Five of the United Kingdom. Even 
in England, the accusation of monopoly conditions is 
vigorously denied. It is true that there is not much of 
competition in deposit rates or the rates charged to custo- 
mers. But there is quite a lively and continuous effort 
to draw away customers by the offer of numerous ser- 
vices, ever growing in number and variety. It is also 
very difficult to say that the cost of banking services in 
the United Kingdom compares in any way unfavour- 
ably, with costs of other banking systems. In the case 
of India, in particular, the prevalence of competition has 


certainly not placed us in an advantageous position so 


far as the costs of banking services are concerned. What- 
ever the special causes of this situation, our problem of 
banking expansion remains very largely the problem of 
bringing down costs to the level of our economic capacity. 
There is no ground to presume that nationalisation is 
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likely to overcome these causes more efficiently than com- 
petition. While domestic banking business is, thus, far 
away from monopoly conditions, there is however one 
sector of banking in which something like the at- 
mosphere of cartel understandings appears to prevail. 
Whether from a natural instinct of self-preservation or 
deliberate intentions, Exchange Barks have from very 
early days felt and behaved as if a constant posture of 
self-defence against Indian encroachments is the very 
condition of their continued existence. This is, however, 
a conflict not between private enterprise on the one hand 
and the community at large on the other but between 
national and foreign interests. 


TWO MAIN SERVICES OF INDIAN COMMER- 
CIAL BANKS AND THE PROBABLE EFFECT 
OF NATIONALISATION 

Commercial banks perform two main services to the 
community. They collect the savings of the people and 
offer them the incidental banking facilities. Secondly they 
place these savings at the disposal of trade and industry, 
exercising in the process their expert judgment as to the 
soundness and worthiness of each enterprise. It is possi- 
ble to argue that one or both these services are necessaries 
of the same order as water or sanitation and therefore 
must be placed within the reach of all members of the 
community. In the case of water, light or sanitation, 
this is achieved by meeting the loss on the supply to 
poorer members of the community by charging higher 
prices to the more well-to-do classes. It would no doubt 
be possible to apply the same principle to banking and 
run banking services and facilities in leaner places by 
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seeking compensation for the loss in profitable places. ‘It. 
is clear that private enterprise is not likely to undertake. 
responsibilities of this kind at the sacrifice of its profits. 
But the nationalisation on this ground has to answer one 
important question. The supply of light, water or sani- 
tation bears its fruit in the shape of better health and 
longer life of the population. But what special benefit 
to the community could the supply of banking services. 
run at a loss offer? If savings collected in a place are 
not sufficient to earn the expenses of their collection, it 
does no harm or little harm if they are left in the posses- 
sion of their owners. Similarly, if the outlet for invest- 
ment made does not return the expenses on the apparatus 
of investment, we must seek other means of creating the 
employment or incomes which: investment brings with it. 
It must be admitted, however, that in special areas of 
peasant agriculture or cottage industries, the subsidisation 
of credit at the expense of profitable areas might bring 
with it incomes and employment more than sufficient to 
Offset the loss suffered by the community. 


WAR ENCOURAGED NATIONALISATION 

The monetary and financial developments of the war 
have furnished another powerful line of argument in 
favour of nationalisation. In many countries, particu- 
larly in those like India in which war was mainly financ- 
ed by inflation, the inflation of the working resources of 
banks is clearly an act of the State for which the banks 
can claim no special effort or sacrifice. Even in those 
countries in which inflation was held in strict check, the 
control and restriction of consumption meant an enforced 
creation of savings which found their way duly to the 
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‘banks. It therefore appears to most people that the 
banks are merely reaping where they have not sown. A 
thorough examination of this line of thought reveals 
intricacies and difficulties. So far as the increase of re- 
sources due to inflation is concerned, it is obvious that 
the benefit to banks accrues only during the interval 
during which the increase in the volume of deposits is not 
offset by a corresponding rise of prices and increase of 
capital. The benefit is no doubt large and prolonged while 
the inflation is in process. Nevertheless, during the time 
that unusual profits accrue, special taxation like excess 
‘profits duty, rather than permanent transfer to State 
ownership is obviously a more appropriate remedy. The 
argument based on enforced savings has been used to 
deduce more than one conclusion. Since the income re- 
ceiver has no alternative but to save and to place his 
‘Savings with banks, it has been maintained that the case 
for paying him interest as inducement to save, has ceased 
to exist. Instead of paying him interest, it 1s considered 
more logical that he should pay banks a charge for look- 
ing after his money and rendering him a multitude of 
incidental services. If the banks performed no signifi- 
cant function except collection of the savings of the com- 
munity and the investment of funds involved no skill and 
expertness, it would be difficult to resist the other and 
more fundamental conclusion that the justification 
for private enterprise in a sphere which makes no de- 
mand on enterprise has ceased to have validity. In any 
case, this ground for nationalisation will apply only in 
those communities in which allocation of real resources 
to different purposes is not based on profitability, and 
allocation of money savings is intended merely to give 


NATIONALISATION OF BANKING 81 


effect to such pre-determined allocation. A planned eco- 
nomy permanently operated as such rather than a com- 
"munity in which there prevail free enterprise and free 
consumer's choice is obviously presumed in this particu- 
lar justification of nationalised banking. 


GRADUAL STANDARDISATION OF METHODS 
AND PRACTICE POINT TOWARDS 
NATIONALISATION 


An argument which tilts the balance very much in 
favour of nationalisation is the tendency of certain classes 
of enterprises to tend to standardisation of methods and 
practice. No sensational discoveries or improvements are 
expected after the industry has achieved a certain degree 
of progress and stability. This is perhaps true of bank- 
ing in a measure which does not hold good of any other 
class of business. The balance-sheets of banks in many 
countries reflect a uniformity of practice which must ultt- 
mately be the outcome of certain basic economic and 
financial factors which banks can do little to alter. It 
is difficult to say how far Indian banking has arrived at 
this stage. It must be recognised that banking in this 
country is still in its stage of adolescence, if not infanti- 
lity. But when experience of other countries is available 
for guidance, it would be sheer pedantry to argue that 
we must reach manhood through the same process of trial 
and error. It is possible that the initiative and vigour 
of the State may expedite our attainment of manhood in 
banking in the same manner as in labour legislation, 
social security, employment policies, etc. 
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WHAT INDIAN BANKING NEEDS 
IN THIS DIRECTION 

Whatever the divergence of views on the question 
of nationalisation of banks, all are agreed that banking 
falls in a special category and requires special laws and 
special safeguards. The spate of legislation after the 
worldwide crisis of the last decade demonstrates this fact 
very clearly. It is a most unfortunate fact, however, that 
India is placed in such a situation that she has shown 
little originality of ideas or boldness of practice on this 
subject. Whether the question relates to free trade, 
mixed banking, central banking, stability of exchange and 
currency policies, etc., it has always been acted on as a 
maxim that whatever is beneficial to the United King- 
dom must be equally beneficial to India. We may not 
perhaps go so far as to have the managing boards of our 
banks appoirited by the Government as in France under 
the new laws. But we could have an officer of the Govern- 
ment or the Reserve Bank to sit on the boards and watch 
observance of law and public interests. It is not perhaps 
necessary for us to have the capital of our banks owned 
by the State but the audit of banks could well be the 
responsibility of the Reserve Bank. The employees of 
banks may not perhaps be converted into public servants 
but their initial recruitment and conditions of service 
could well be approximated to those of the public ser- 
vices. But it is a most regrettable fact about private 
enterprise that it resists blindly moderate reforms till one 
day public anger and discontent destroy it altogether. 
Bankers, it is to be feared, are no more willing to learn 
from history than other businessmen. 


CHAPTER VII 8 
REGIONAL v. NATIONAL PLANNING 


‘‘T should like to take this opportunity to emphasise 
the importance of regional planning in the economy of 
this sub-continent. The fundamental object of all plann- 
ing and development is to raise the standard of living of 
the masses. In order to ensure a uniform improvement 
in the standard of living, it is essential that all parts of 
the country, particularly the backward areas should deve- 
lop a sound and balanced economy. 

A balanced economy implies the co-ordinated deve- 
lopment of the soil, water resources, electric power, agri- 
culture, industry, health, education and trade and a just 
and equitable distribution of wealth. The work of the 
Tennessee Valley Authority provides a classic example 
of what can be achieved by concentration of planning 
effort in a backward region. The Indian sub-continent 
with its population of 400 million, which is one-fifth 
of the human race, and its area of nearly 1600 thousand 
square miles is far too big to be treated as one unit 
for the purpose of planning. 

It is often urged.in support of Central planning that 
it would avoid overlapping and waste of resources. In 
the present undeveloped state of the country, this would 
appear to be an academic argument which hardly has any 
relation to facts. - The India of today is in such a back- 
ward state of development that it may well take at least 
another generation before we reach a stage when we can 
talk of overlapping and waste of resources.” 

—The Hon. Finance Member 

In planning for wealth and welfare of a country 
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like ours, certain important basic things have to be borne 
in mind carefully. 

In the first place, the objective of each step in plann- 
ing has to be defined precisely. It is not likely that all 
our objectives in planning could be brought together 
under one omnibus head “ raising the standard of life of 
the masses". In practice, these objectives are apt to com- 
pete with each other for our attention and it is many 
times a question of making small or large sacrifices here 
in order to ensure or augment benefit or welfare else- 
where. 

Secondly, in implementing these objectives, it 1s 
necessary to distinguish between decisions on the admi- 
nistrative plane from those on the economic plane. The 
areas within which administrative decisions have to be 
taken need not and in most cases, will not coincide with 
those to which the relevant economic decisions apply. I[t 
1s important that this point should be elucidated further 
and fully. As a preliminary step, we may well take 
examples outside the economic sphere. 

The Finance Member sets great store on regional 
planning. A region can be defined only with reference 
to the object in view. It is unquestionable that the pre- 
sent frontiers of our provinces are mere historical acci- 
dents. They do not coincide with any recognised or deep- 
ly felt needs of the social groups or communities which 
inhabit this country. If regional planning means the 
abandonment of the present illogical frontiers and their 
re-arrangement according to the objectives to be reached, 
it must be welcomed as a step in the right direction. 

In the sphere of education, there is now general 
agreement that the mother-tongue must be the medium 
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of instruction. This leads to the logical conclusion that 
the educational map of India must consist of regions 
carved out according to the spoken language of each part. 
The educational authority of each region could then be 
organised on a democratic basis in which the experience 
of university and school education could be given a pre- 
ponderant voice. A supreme council of all regional au- 
thorities should be sufficient to ensure the necessary pool- 
ing of experience and co-ordination of policies. 

In the matter of health and sanitation, medical relief 
and amenities, local roads and communications, the basis 
of regional planning inevitably changes. Our _ present 
districts were defined in days when there were no tarred 
or asphalt roads and no automobiles. It should be now 
possible to bring together much larger areas than dis- 
tricts for the purposes of local self-government or adminis- 
tration. The topographical, seasonal and health factors 
should now be the key to the delimitation of these units. 
The widening of the unit of local self-government should 
Improve the quality of the talent and abilities on which 
the local democracy could draw and diminish in a material 
manner the expenses of administration. A larger unit 
may also be able to undertake functions much larger than 
those which the present district authorities feel able to 
attempt. The elected assemblies of these new self-govern- 
ment units might well contribute a proportion to the 
deliberative council of each regional educational authority. 
Again, a supreme council of the local self-government 
units could well undertake the responsibilities of co-ordi- 
nation and central advice: 

The economic aspect of education and local self- 
government is the allotment of grants, subsidies, etc. 
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With large educational and local self-government units, 
their budgets might well become the charge and respon- 
sibility of the whole country instead of the present pro- 
vinces. It is only in this way that we can assume the 
uniform improvement and balanced development of 
backward and advanced .areas of which the Finance 
Member speaks. 

In elucidating his idea of regional planning, the 
Finance Member had in his mind only one example of 
planning—the work of Tennessee Valley Authority. The 
utilisation of water or soil resources of an area is no 
doubt one great object of economic planning. Earlier, 
the Finance Member had mentioned the tentative agree- 
ment between the Central Government and the Govern- 
ments of Bengal and Bihar on the Damodar scheme with 
its eight great dams and its total capital investment of 
Rs. 55 crores. Since water and soil are tied in the physical 
sense to a particular region, there is nothing strange in- 
vesting the administrative authority for this and allied 
purposes in a corresponding regional authority. 

But there are other objectives of planning which 
must be taken into account and made provision for. 
In recent years, there is visible a tendency in certain. 
quarters to lament the concentration of population in a 
few urban areas. The movement of garden cities in 
Europe and the crude slogan of “ Back to Villages” in 
this country represent this trend in public outlook and 
sentiment. Whether well-founded or ill-founded, this 
relapse or recidivism to the village may find a prominent 
place in our economic policies of the future. In this 
case, Our means of transport, medical relief, scientific 
assistance etc. may have to be re-east on different lines 
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altogether. Perhaps, the larger unit of local self-govern- 
ment described above may well serve as the appropriate 
area of operation for this purpose as well. 

Experience of highly industrialised countries has 
proved that as they approach settled conditions of life, 
labour tends to lose its initial mobility of movement. 
“Of all baggages”’, said Adam Smith even in the 18th 
century, ‘‘ the human baggage is the least transportable.” 
The endemic unemployment which persisted in certain 
areas of England in which the industries were falling be- 
hind in international competition during the inter-war 
years is a good and ominous example of this structural 
rigidity. Less dependence on one staple industry and 
diversification of occupations are suggested as one allevia- 
tion of these hardships. A locally rooted landless labour 
is not yet as important in this country as elsewhere. But 
‘we have certainly a locally rooted middle class in every 
important town and city of this country. The acute 
distress of these classes in the City of Bombay when a 
persistent depression in its textile industry appeared after 
the first world war is a sufficient warning of what might 
happen in other cities of India as well. 

India suffers from structural rigidity of another kind 
with consequences which are much more serious. Either 
because the holding of usual size does not offer him work 
for the whole year or because of seasonal or spatial diffi- 
culties, a good part of the year is spent by the peasant 
in idleness and unemployment. Even if he moved to the 
haunts of industrial employment, it is unlikely that 
modern industry will be able to adapt itself to such sea- 
sonal expansions and contractions of the labour force. 
If the peasant cannot or does not move to the areas of 
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such employment, the only remedy lies in taking industry 
to his doorsteps. 

The tragic history of mankind during the present 
century makes it impossible to over-look defence as a 
prime consideration in all planning. ‘* Defence’ runs one 
of the pithy sayings of Adam Smith, “is even more im- 
portant than opulence.” With the revolutionary changes 
in the weapons of offence and defence and in the tactics 
and strategy of war, defence covers ever-widening areas 
of human activity. Planning must give due weight to 
self-sufficiency in certain material resources, strategic 
location of industry, the capacity of industry to switch 
over from production of peace to that of war, dispersal 
and distribution of population in possible zones of military 
operations etc. It is self-evident that the administrative 
authority to originate and enforce these decisions must 
be as wide in its ambit as the country itself. 

Finally, in the ‘‘ balanced economy” of the future, 
we have to fix the place of large-scale industries-—heavy, 
tools and machine, and capital goods industries generally. 
Apart from questions of excessive urbanisation or defence 
requirements, their inception and growth are subject to 
the play of a myriad subtle forces, regional, national and 
even international in their scope. No regional planning 
is likely to meet the demands of this sector of industry. 

II 

The main objectives of planning may be defined as 
(1) utilisation of water and soil resources of an area; 
(ii) the diffusion and dispersal of urban population ; (iii) 
diversification of industry in industrial cities ; (iv) trans- 
fer of industry to the countryside; (v) the safeguarding 
of defence ; and finally (vi) the creation of large-scale 
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industry in unavoidable cases. In some cases, the ob- 
jective itself defines the area of administrative authority. 
In other cases, the area of operation of such authority 
may be either narrowed or widened according to con- 
venience. But in almost all cases, as will be presently 
shown, economic decisions will have to be reached on an 
altogether different plane. 

The appropriateness of an industry for a region or 
area rarely depends on factors present in that area or 
region. It is influenced in a small or large measure by 
factors in far distant areas- sometimes indeed by factors 
far outside the country itself. The local or distant factors 
are themselves not static but in a process of continuous 
change. Unless planning is to be synonymous with un- 
economical production, it must make its economic deci- 
sions on a plane which allows fully for these basic facts. 

The existing dispersal and location of industry 
should furnish the key to the kind of decisions which 
have to be made. The Punjab and Sind raise excellent 
cotton. But it would be a waste of economic opportunity 
if the Punjab and Sind insisted on manufacturing their 
own cotton goods. For, on account of their river colo- 
nies, the wages of labourer and cultivator are much higher 
there than in the rest of the country. To divert labour 
into textile industry would be to lower these high wages 
until the cotton goods of the Punjab are able to stand 
the competition of goods from other parts of the 
country. As things are, it is much cheaper to send this 
cotton abroad or to send it to other parts of the country 
where the less well-paid labour manufactures it into- 
cheap fabrics. Again, Bengal has abundant coal for 
power but she is far, away from the homelands of 
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cotton. It is much more expensive to convey to Bengal 
a bale of cotton than to convey an equal weight of cotton 
yarn. If Bengal must stand effectively the competition 
of cotton goods from the homelands of cotton, she must 
content herself with a weaving industry and avoid its 
spinning side. The case of Bombay City is a classic on 
the subject. When textile machinery came from abroad 
and was cheaper to erect at the port of disembarkation 
rather than inland ; when coal was power and came from 
Natal or even South Wales ; and when the market also 
war over-seas, the mill industry grew apace. But elec- 
tricity wiped out the advantage of cheap coal. The loss 
of markets abroad meant a home market inland which 
involved a double expense of conveying raw cotton to the 
port and then re-conveying the finished goods perhaps to 
the cotton growing areas themselves. It is hardly surpris- 
ing then that the mill industry of the City has ceased to 
expand and maintains its position only by specialising in 
finer counts, finer fabrics and varieties. Mere cultivation 
of cotton, or historic fame for cotton fabrics or even a 
great record of achievement in recent times is not a con- 
Clusive argument for regional development along this line. 

In the case of jute, the conveyance of the manufac- 
tured product to the place of consumption is no more 
expensive than the conveyance of an equivalent quantity 
of the raw material. Thus it happens that Calcutta in 
relation to its markets is no more at an advantage than 
Dundee in relation to its markets. If comparable mar- 
kets were to arise inland, electric power should enable 
decentralisation of this industry to any area where equal- 
ly cheap labour is available. 

The shortage of fodder and inferior quality of live- 
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stock go together in Madras and Bengal in causing a 
high mortality rate among cattle and livestock and main- 
taining the supply of hides and skins at higher levels 
than elsewhere. The unabated asperity of caste preju- 
dices in the South which bar the higher castes from the 
tanning industry and at the same time, prevent the nu- 
merous lower castes from straying away from it is another 
factor in its favour. But these are adventitious and 
temporary advantages bound to pass away with the 
progress of time. A much more permanent factor is the 
abundance of tanning materials whose growth is confined . 
to a belt stretching from the western part of the south 
to the central part of the Deccan plateau. The quantity 
of tanning agent extracted from a volume of the raw 
material is relatively so small that transport of the raw 
material over more than short distances does not pay. 
But while nature restricts the tanning industry within a 
certain area of the country, the same does not hold good 
of finished leather goods. The main market for these goods 
is more in the north than in the south. In the making 
of these goods, the skill of the craftsman and the personal 
taste and preference of the individual consumer are so 
much at stake that these crafts are better located in the 
vicinity of each market. Chrome tanning however which 
involves a much shorter chemical process but sometimes 
‘does harm to the leather may be located almost anywhere. 

The market for sugar is evenly distributed over the 
whole country. But the proneness of the sugarcane to 
deteriorate quickly makes it inevitable that sugar fac- 
tories should grow in the sugarcane areas of the U. P., 
Bihar and the Deccan. The main issue before this 
industry is the choice between the uneconomically grown 
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inferior but cheap sugarcane of the north and the irri- 
gation watered, heavily manused, wind-screened and there- 
fore expensive but superior sugarcane of the Deccan. In 
the background looms the more vital issue between estate 
and industrialised agriculture of the Deccan and the pea- 
sant cultivation of the North. 

As wool-bearing sheep flourish in the very climate 
of the Punjab and the U. P. which creates the need for 
woollen clothes, it may appear that the proper homeland 
for the woollen industry should be found in those two 
provinces. Actually, 70 per cent of the factory labour 
employed in the woollen industry of the country is to be 
found in the U. P. and the Punjab. But wool is an 
expensive material which can bear cost of transport over 
long distances. But for the fact that Bombay finds wool 
from overseas Australia both cheaper to import and better 
in quality, the position of the woollen industry of the 
North would not be as comfortable as it is at present. 
If other parts of the country showed as much skill as 
the Japanese in mixing wool with cotton and widening 
the varieties of their products, the industry could be dis- 
persed over the whole country. 

In the present circumstances of transport and water 
resources, coal and iron must seek a meeting point from 
which export and domestic markets offer the greatest 
advantage. But there is no assurance that circumstances 
may not arise which may make iron ore travel to the 
coal areas with their special markets for gas and other 
bye-products. It may also happen that at a subsequent 
stage of our development, both coal] and iron ore may be 
glad to seek the neighbourhood of industries of ship- 
building, aircraft, gas and gas plants, etc. The whole 
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of the region round the meeting point of Bengal, Bihar, 
Orissa and the C. P. is a mystery land the potentialities 
of which no man could forecast just now. 

The main problem of the coal area is to fit the sea- 
sonal labour demanded on the farms into the continuous 
labour demanded by the coal mines. The agriculture 
and coal-mining of a large region have to be adjusted 
into a harmonious whole. A single and longer shift with 
high wages during the agricultural season and shorter 
two shifts with relatively lower wages during the off 
season is one line of approach. Such an arrangement 
must further involve a distinction between permanent 
labour and seasonal labour, the former of which should 
receive amenities of a different kind and on a larger scale. 

This broad and general review of existing distribu- 
tion of industry should throw important light on the 
question of regional development. The prospects of a 
spinning industry in the Punjab or Sind depend very 
much on the level of wages in other cotton cultivating 
areas. The sugar factories of the U. P. and Bihar have 
cause to be afraid of the growth of the sugarcane in the 
tropical Deccan and parts of Madras. The jute industry 
of Calcutta is linked to the existence of markets in India 
and abroad. The tanning industry of the South may 
move to the north if chrome tanning became more per- 
fect or much cheaper. Even in regard to heavy indus- 
tries like iron and steel, we cannot overlook facts like 
these, that England imports most of her ore from Sweden 
and Northern Spain and Germany draws a good part 
from Sweden ; that Japan obtained more than half of 
her iron ore and almost all her cooking coal from outside 
Japan. In short, no region can embark on her own 
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development without taking into account the forces at 
work in other parts of the country. If disparities of legis- 
lation and financial policy were to interfere with the. 
disparities of nature, ‘‘ overlapping and waste of resources” 
are no longer arguments on the “academic” plane but 
hard facts expressible in rupees, annas and pies. As old 
Adam Smith pointed out long ago, Scotland can. gow 
grapes in hothouses; it would be clever but not. wise 
to do it. 

In the foregoing analysis, the influence of transport 
costs stands out as one great determinant of the distribu- 
tion of industry. By careful planning and fixation of rates, 
Germany achieved a veritable miracle in the co-ordina- 
tion of transport by river, canal, road and railways. 
And yet, the German railways were a great financial suc- 
cess in contrast to the railways of England, France and 
the U. S. A. India has yet to learn the lesson of this 
achievement. But then transport can be arranged only 
on a national and not regional plane. 


/ 


CHAPTER VII 
ECONOMICS AND ECONOMISTS IN INDIA 


In the budget speech of the Finance Member of the. 
Bombay Government, there appeared a significant pas- 
sage. ‘“‘ The administrative difficulty,’ he said, “has no. 
less an importance than the financial one. The admi- 
nistrative machinery in the Province has been subjected 
to great strain during the War and its aftermath. It has 
not always been found equal to the task of regulation or 
conduct of trading in various commodities. The admi- 
nistration of industry 1s even a more hazardous under- 
taking than the regulation or conduct of trade. More- 
over at the highest level, we have no economic experts cor- 
responding to the experts in the sphere of administration 
who now look after law and order, the collection. 
of land revenue, public works, education and agriculture.” 

For the present, ‘“‘ the experts in the sphere of ad- 
ministration” need not engage our attention, although all 
that glitters is not genuine gold even in that sphere. It 
is his lament over ‘economic experts” “at the highest 
level”” which is the object of our concern just now. 
There is little doubt that the Finance Member of the 
Government of India would re-echo the same wail, if 
occasion arose. It is truly a tragedy that the quality and 
quantity of economic talent in this country are so limited: 
relatively to its needs. The following words of Lord 
Keynes furnish perhaps one reason which is however not: 
peculiar to this country as such. “For, though no one 
will believe it,” Keynes said, ‘ Economics is a technical 
and difficult subject. It is even becoming a science.” 
But there are special reasons why the quality and quan- 
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tity show but little improvement as days pass in this 
country. The Finance Member of the Bombay Govern- 
ment is not perhaps aware to what extent laymen like 
him whether in administration, universities or public life 
are themselves responsible for the aggravation of the 
tragedy. For, they seem to be under the delusion that 
they have got the competence to sit in judgment on 
Economics which is sound and Economics which 1s not 
sound, Economists who are experts and those who are not. 
No presumptuousness could be greater and the price ol 
this presumptuousness is that with few, very few ex- 
ceptions, the administration, universities and public life 
of this country have been delivered over to a crowd of 
indigenous quacks, foreign-degreed bluffers, and omnis- 
cient I. C. S. job-hunters. 


UNIVERSITY RESEARCH IN ECONOMICS 

With the advent of a National Government, unhiver- 
sity men must assume more or less quickly the role which 
belongs to them quite properly. in every free country. 
But, as in the case of every other aspect of our national 
life, the transition will neither be easy nor free from 
certain risks. This article seeks to expose the situation 
as it exists with reference to Economics. 

During the last five or six years circumstances have 
conspired to place a premium and concentrated the spot- 
light on Economics and Economists. The change in the 
Government at the Centre has, if anything, intensified the 
demand for the economist’s skill and guidance. There is 
already talk about an economic civil service and economic 
research for national guidance. The general feeling of 
deficiency in this respect is no doubt well-founded. For 
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generations and particularly since the outbreak of the 
World War II, this country has become the happy hunt- 
ing ground of a civil service which has hardly an equal 
in its clannishness, presumptuousness and ruthless pur- 
suit of self-advancement. 


I. Cc. S. CLAN 

It mattered little whether the work related to exports 
and imports, prices and production, markets and specu- 
lation, banking and high finance, tariffs and commercial 
policy, etc. Everywhere, the members of the civil service 
were qualified to exercise their notorious omniscience and 
pushed themselves or rather each other into top jobs 
created and awarded by themselves. It is only a few 
months ago that an eminent scientist felt provoked to 
express his contempt publicly at these professional file- 
pushers presuming to sit at the head of scientific and re- 
search boards. 

No country in the world has so entirely linked its 
fate with an ordinary competitive examination quite 
devoid of assurance of systematic or specialised teaching 
such as the university courses and discipline has to offer. 
Few countries could have survived the invasion of such 
locusts, wave after wave as India has survived. It is but 
urgent and inevitable that this clan should be shown its 
proper place in the Government of the country. But in 
eradicating one evil, we must not be blind to our short- 
comings and limitations in other directions and must 
make sure that we secure the skill and knowledge we 
need. Although our observations here are limited to 
Economics, there is little doubt that they will find illus- 
trations in other branches of knowledge as well. 
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Economics differs however and for this reason is 
positively more beset with dangers in one or two respects 
from other branches of knowledge. It is the misfortune 
of Economics that it is both a science and a practical 
subject which touches on the everyday affairs and acti- 
vities of everybody. The result is that everybody thinks 
that he is qualified to sit in judgment on its scientific 
aspect and can discriminate between serious Economics 
and Economics which should not be allowed to appear 
on the doormat of a university. As we shall see, this 
intrusion of lay judgment on the scientific domain has 
become the curse and doom of Economics in India. 


RESEARCH RACKET 

During the iast 10 years or more, the Universities 
in India have sought to lay the foundations of Scientific 
Economics. Unfortunately, without making sure of the 
basic conditions which must precede progress in research, 
they proceeded to create research departments in which 
as a rule the salaries paid to the staff were more impres- 
sive than their competence. Little attention was paid to 
the courses or level of teaching in the affiliated colleges 
which were to supply the young men and women for 
training in research. The outcome has been a waste of 
resources, frustration and misdirection of young talent, 
a degree of disingenuity, the extent and causes of which 
are known only to those who can judge things on the 
expert level. 

With the creation of post-graduate departments of 
research, there has come into existence in this country a. 
new class of professors—university professors. The work 
of these departments and the university professors has 
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to be judged by the contribution to knowledge made by 
the professors themselves and by the students placed 
under them for guidance and training. 

, As for the work of the students, there can be no two 
opinions on the subject among those competent and ade- 
quately well-informed to judge. 

Among a hundred theses, which on ceremonial occa- 
sions are sometimes placed on parade to impress the un- 
wary or lay distinguished visitors, not more than two or 
three could pretend to make a material addition to our 
knowledge. Almost all the rest are miserable compilations 
of facts and statistics scattered in many documents and 
have not even the merit of intelligent or analytical pre- 
sentation. 

How most of them ever earned a university degree 
for the aspiring young men will be a mystery to all ex- 
cept those who know the elaborate technique for confer- 
ring mutual obligations built up by our university pro- 
fessors. 

Perhaps, we need not be unduly depressed over the 
poor quality of the students’ output if we agree that the 
main object to be sought js not addition to knowledge or 
original thought but experience of the methods, difficulties 
and pitfalls of research work. But unfortunately, our 
universities do not appear to be content with this degree 
of achievement. Many of these theses are actually pub- 
lished with the aid of funds placed by the universities at 
the disposal of the professors and their immature alumni. 
If an impartial tribunal were to investigate the quality of 
this printed output, the conclusions are hardly likely to 
be flattering either to the academic standard of the uni- 
versities or the rectitude of their administration. 
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PAST RECORD 

The deep roots of this evil are laid bare when we 
pass in review the research record of the university pro- 
fessors themselves. These Economics Departments have 
now functioned for about 20 years and this country 
boasts of more than a score university professors. Dur- 
ing these 20 years, how many books have been published 
by the professors which may be said to have presented 
any aspect of our economic life in a new setting or light ? 

It will be found on inquiry that such books hardly 
number half a dozen and some of them are by persons 
who do not bear this all too cheap distinction of uni- 
versity professorship. 

And yet, during these 20 years, we have been face 
to face with almost every outstanding question which can 
affect the well-being of a country-tariffs, depression, 
banking, currency, planning, war finance, exchange con- 
trols, etc. 

Need we be astonished if people who are themselves 
incapable of any serious research are able to make no 
impression on the work of the young men entrusted to 
their charge? The number of students whom some of 
these professors claim to guide during a single year and 
the amazing variety of subjects under investigation will 
cause mirth and laughter anywhere except in our univer- 
sities dominated by non-academic men all too willing to 
be impressed by the quantity of students and thesis dis- 
posed of in a single year. 

This singular predicament merely brings us face to 
face with the most fundamental question how people of 
such calibre ever climb to such positions and manage to 
maintain any reputation as professors at all. A fearless 
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exposure of the insidious forces which have conspired to 
make such scandals possible is needed if the process of 
wholesale sabotage of university standards and academic 
achievement prevailing in this country is to be effectively 
and finally arrested. 


WORSHIP OF BRITISH DEGREES 

The starting point of this evil is the indiscriminate 
worship of British university degrees without inquiry 
about their real quality in each individual case. The 
London School of Economics is undoubtedly the proper 
centre for specialisation in diverse branches of Economics. 

Most of our university professors will be found to 
have acquired their qualifications at this institution but, 
instead of making them as in other countries the starting 
point of meritorious academic work, palmed them off as 
the final proof of their academic maturity ! 

Yet, no one of any judgment who has spent some 
time in London could be unaware of two unmistakable 
facts. Moving among Indian students and watching their 
progress in research or undergraduate work, one wonders 
how the presence of most of them in the institution could 
possibly be justified on purely educational grounds. 
Most of those who are imprudent or honest enough to 
acknowledge the study of principles and economic ana- 
lysis as the only possible foundation of subsequent 
practical or academic work find the lectures too many, 
the work too strenuous and the level of exposition too 
high to derive much benefit. As for those who undertake 
research, a little superficial acquaintance with their work 
is sufficient to cause despair about the utter non-existence 
of the very basis of research—the grasp of analytical 
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economics. 

And this brings us to the second unmistakable fact 
adverted to above. Almost every Indian student who 
elects to appear for a research degree plunges into what 
to the foreigner is chaos and darkness of Indian Eco- 
nomics, gropes for months among old Government publi- 
cations and reports, throws himself after rejection by 
every well-known economist on the goodness and natural 
kindliness of one professor who has made it a mission 
of life to rescue every Indian student from his well-de- 
served humiliation and, at the end of two years, pro- 
duces a gem to illumine the dark recesses of the econo- 
mists’ domain. 


THOSE DOCTORATES 

It was no cruel joke but a blunt statement of truth 
when an Indian educational officer opined that if a 
volume of the Imperial Gazetteer were submitted as a 
thesis at a British University, a degree must follow as a 
matter of course. 

It would be unfair to place the blame of this out- 
come on the British universities themselves. It must go 
against the grain of most academicians, some of them 
much advanced in years, to decline a degree to a young 
aspirant after he has laboured according to his strength 
for some years, lived in a strange country and incurred 
very heavy expenditure. After all, the same degree is 
conferred for a number of thesis in a single year and 
yet while a few of them take their well-deserved place as 
permanent additions to economic literature, most of them 
do not very properly emerge from the obscurity in which 
they found their birth. 
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‘ The evil lies in the unwarranted and indiscriminate 
importance ascribed to these degrees. Examples are well- 
known of young men who could not obtain even the third 
or fourth class degree after five or six attempts: who 
presented thesis the mysterious birth-process of which is 
known only to themselves; who during their years of 
stay at foreign universities made themselves famous for 
less than mediocre talents or undignified bluffing and ad- 
venturing. Yet, within five years of their arrival home, 
they are found in occupation of university professorships 
and readerships ! 


THE ECONOMIC ASSOCIATION 

Once in occupation of these readerships and profes- 
sorships, they have quickly developed a marvellous tech- 
nique or self-defence and mutual advancement. As in 
most cases, though not all, university professors do no 
undergraduate work, they have assumed the status and 
manners of a special caste set above others who have 
to teach in specialised or non-specialised undergraduate 
institutions. 

It would be interesting to know what opinion they 
hold of professors at well-known foreign universities who 
undertake undergraduate work as a matter of course. 
The special organ through which they make all ‘their 
mutual arrangements and adjustments is the Indian 
Economic Association and its Annual Conference. Once 
a year, they foregather from all parts of India, stage 
desultory discussions on Papers contributed mostly by 
young men just out of the portals of universities, allocate 
examinerships on an agreed ‘quid pro quo’ basis and 
most important of all, draw up and pledge their honour 
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to observe a succession list of Association and Conference 
Presidentships for the next year and the years thereafter. 

Their work is apparently crowned with success since 
the Government of India has created in recent years a 
number of economists’ committees for post-war reconstruc- 
tion and appointed to them every university professor 
who figured on the calendar of a university or who haunt- 
ed the corridors of the Delhi Secretariat or at least, sent 
a telegram of protest against exclusion. 

Having got so near the headquarters of the Indian 
Government, their patriotism would not suffer them to 
rest in peace until they found some scope for service in 
the cause of the economic advancement of their poverty- 
ridden country. But this brings us to the third aspect 
of research work in India. 


RANADE’S MANTLE 

Ever since the days of Ranade, it has been the 
constant care of Indian economists to uphold and advo- 
cate national economic policies against the assaults and 
encroachments of alien and foreign interests. Those who 
have attended economic conferences of only a few years 
ago will be able to recall how university professors prided 
themselves on their independence of government influence 
and pressure and how they were very vocal in their pro- 
tests against and deprecation of the domination of the 
Economic Conference by a large number of educational 
officers deputed by the governments. 

There was always a grave danger implicit in this 
situation that university professors in their eagerness to 
prove worthy of the mantle of Ranade and defend na- 
tional interests might overlook the difference between the 
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publicist and the professor and forget what Ranade never 
forgot, their mission to raise public opinion itself to 
higher and higher levels of insight and accuracy. Un- 
fortunately, this is exactly what has come to pass. 

Instead of raising to higher altitudes the gods of the 
market-place-—-the merchant, the share-broker, the ma- 
nufacturer, the financial journalist, etc——our university 
professors willingly accepted them as their judges, lower- 
ed economics to the parlance of the market-place 
and sought their applause as confirmation of their 
fame and abilities as economists! The volume 
of puerile journalistic and superficial writings which these 
tribunes of public opinion have sought to palm off as 
serious economic thought is as distressing as dangerous 
to the future of university standards and achievement. 

TERRIBLE INDICTMENT 

When patriotism of a certain kind becomes a cover 
for lack of intelligence and hard work, both the country 
and education must suffer and suffer grievously in the 
long run. But the whirligig of time brings its own 
revenges. The Government appears to have decided to 
accept our university professors at the valuation placed 
on them by themselves and their admiring crowds and. 
to absorb them into Government jobs as fast as possible. 
Thus ends fantastically the quest of those who set out 
years ago to purge the Indian Economic Conference of 
Government influences and with it the myth of academic 
independence and self-respect fostered by our university 
professors. 

It will be observed that we have ascribed the sabotage 
of university research in Economics to three main causes. 
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Firstly, those who are entrusted with the guidance of 
research are as a rule, to which there are only occasional 
exceptions, only a little less blind than the young men 
placed under them. 

Secondly, research professorships have become a 
vested interest in which there is little place for a sense 
of social or academic obligation. 

Finally, the quality of public demand and the self- 
interest of the university professors coincide in putting 
a premium on Economics of the journalistic level. 

All this adds up no doubt to a terrible indictment 
which it would not be easy to prevail on our universities 
to accept as fully justified. But if it is necessary to expel 
black-marketing, profiteering and corruption from our 
business and industry in order to restore the moral health 
of the nation, it is surely much more urgent that, such 
practices should be dealt with ruthlessly in the field of 
educational endeavour. 

Till now, we have analysed the failure of economic 
research in our Universities and the corruption of acade- 
mic life which is associated with it. 

These facts do not by themselves suffice to explain 
our general failure to contribute anything to this 
branch of human knowledge. If our University 
Departments did not offer favourable soil, Eco- 
nomics could have grown and flourished in the world out- 
side. As a people, we are rather apt to take pride in our 
aptitude for abstract thought; and few branches of 
human knowledge offer such a large range and scope for 
abstraction as Pure Economics. Yet, the fact remains 
indisputable that after all this noise and bustle of more 
than three decades, our contribution to the analytical 
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apparatus of Economics is nearer zero than any tangible 
quantity. 

This is passing strange. It is true that many of 
our articles of economic faith have been largely reflex 
reactions to economic policies forced on this country by 
a suspected foreign Government. Yet, there is no reason 
why this economic faith should not have advanced beyond 
the stage of mere reflex reactions. Every Indian 1s born 
with Protection in his mouth. Ranade did indeed seek 
to give the Indian faith in Protection a rationale in the 
historical evolution of economic life. But he found no 
Edgeworth, Graham or Ohlin to succeed him with a theo- 
retical analysis of the foundations of foreign trade or the 
special cases of the distribution of its alleged advantages. 


NO SUCCESSOR TO RANADE 

The comprehensive and penetrating intellect of 
Ranade lighted exactly on the imperfect competitions of 
Indian economy as its main distinguishing mark. But his 
instinctive insight inspired no thinker in the suc- 
ceeding generation to recast the problems of value on the 
basis of imperfect competition along lines such as Mrs. 
Robinson followed with such fruitful results. Till recently, 
the monetary aspirations of this country were epitomised 
in the magic phrase—the gold standard ; this spiritual 
country almost worshipped the golden calf under the 
guidance of its leaders of economic thought. Yet, the 
wide fluctuations in interest rates created no Wicksell to 
speculate on money rates and natural rates ; nor did the 
great seasonal absorptions and re-releases of cash give the 
cue to an Indian Keynes to probe into liquidity preference 
schedules. 
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The extravagant military and civil expenditure of the 
British Government was the nightmare of Gokhale and 
the platform theme of the pigmy economists who swore 
by that great patriot. But to the theory of taxation and 
finance, we stoutly declined to add a word beyond the 
gospel according to Cohen and Bastable. Years of in- 
creasing ruralisation with interludes of famine provoked 
no comprehensive theory of agricultural economy and the 
wail of over-population caused no ventures into a region 
so attractive to the Indian mind viz. statistical technique. 
It was proper and inevitable that Indian economists 
should share in the patriotic resistance to foreign exploi- 
tation. But patriotism need not inhibit the analytical 
activities of the scholar and the philosopher. 


FOREIGN IMPOSTORS 

It is well to recognise that Economics is not indigen- 
ous to the soil ; it is an exotic. For causes already re- 
corded Indian pilgrimages to foreign centres of learning. 
have brought to this country little knowledge and less 
academic integrity. In the earlier phases, the most 
important chairs of Economics were occupied by Bri- 
tishers. But as a rule, these Britishers were gross and 
palpable impostors bespeaking the political subjection 
of this country rather than representative torchbearers of 
British knowledge and culture. One of them found his 
way to the headship of the institution which till recently 
was alone in specialising in Economics in this country. 

This profound scholar never uttered a word which 
was not to be found in the elementary treatise of Gide ! 
Another oe crusader whose obsession for academic 
fame almost approached insanity never once betrayed 
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the slightest capacity to present. the elementary ideas of 
his subject in an intelligent manner. This was in a way 
quite unavoidable. No man of any intrinsic merit could 
have ever agreed to migrate from a British University in- 
to a strange environment devoid of mental and social 
stimulus. If any had agreed, the contemporary environ- 
ment of Indian universities could not have failed to prove 
the very destruction of his soul. ae ee, 

THE ORAL TRADITION IN ECONOMICS 

Since the mountain declined to come to Mahommad 
and Mahommad who went to the mountain could dis- 
cover nothing more than the proverbial mouse the burden 
had to fall largely on the indigenously trained teacher. 
Here lay the grave danger of acting even for the teaching 
of teachers on the maxim that in modern times the library 
is a substitute for the university. Partly because it is a 
growing apparatus of thought and partly because of con- 
tinuous change in the phenomenon to be studied, the 
Economics of the Western universities has always been 
more an oral tradition than a written revelation. 

The oral tradition does very often find a permanent 
form in print—but more often than not only long after 
it has become a historical reminiscence. Marshall’s 
Money, Credit and Commerce is one striking example 
of this fact. Sir James Grigg’s contemptuous reference 
to “ text-book-teachers ” in this country took no note of 
this failure of the university and educational authorities 
at a time when these authorities took their orders largely 
or entirely from his own countrymen in power here. The 
partially blind had to lead the completely blind; and 
instead of propagation of knowledge from generation to 


110 THE BUDGET AND AFTER 


generatiun, we have had a propagation of ignorance ! 

The Indian universities themselves did everything in 
their power to clog the progress of the science. The Bom- 
‘bay University is a very good example on this point. 
For three decades and more, Applied Economics has held 
the status of an Honours subject while the theory of 
Economics is a Pass subject keeping company with three 
other non-cognate subjects and taught on a level ap- 
propriate to a pass degree. It is hardly surprising if in 
the absence of a background of analytical economics, 
applied economics has proved itself largely barren and 
more often than not it has meant propagation of prejudice 
and ignorance instead of of knowledge. 

The course of economic thought whether applied or 
pure might have been materially different if our univer- 
sities had applied themselves to an intensive study of the 
theory of the science and curbed their misplaced concern 
for the practical problems of this country. Little men 
could not then have assamed big responsibilities as easily 
as they have done during these three decades and more. 
A proper attention to analytical economics was very 
desirable from another standpoint also. We have spoken 
above of the oral tradition of Western universities. These 
traditions are not the creation of particular generations 
but the amendment and enrichment of the fnheritance 
from the past. 


TWO REASONS 
In the veins of each generation of economists runs, 
perhaps unobserved, the blood of Adam Smith, Ricardo, 
Mill and other classical forebears. An Indian economist 
who has studied’ even one of these classical forerunners 
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would be as difficult to find as an occidental scholar who 
has not studied all of them as the very essence of his 
apprenticeship. But under an arrangement in which con- 
temporary economics was assigned almost a casual place, 
there could be no special provision for this special study. 
With no roots in the past, the inspiration to create our 
own tradition 1s lacking. 

The absence of analytical background is indicated 
above as an important cause of the barrenness of our 
‘applied studies. It may well be asked why our entire 
pre-occupation with practical national problems did not 
of itself grow into some kind of a structure of economic 
thought. The founders of modern economics were pre- 
ceded by the mercantalists, von Thumen and others, who 
were intensely occupied with the pratical effects of what 
they thought and wrote about. Joshi, Ranade, Gokhale 
and Dutt appeared to bequeath an Indian tradition in 
Economics. But the Mecca of their successors lay abroad 
and they are remembered only in gestures of politeness. 

There is perhaps another reason also for this unfruit- 
fulness. It is not in the power of private individuals to 
bring together the factual and statistical material needed 
for success in applied studies. Till recently, the Govern- 
ments in this country would not make any special en- 
deavours to make this material either accurate or adequate 
and they were fully determined to keep the Indian eco- 
nomist at a respectable distance. A policeman’s Govern- 
ment has the negative outlook of the policeman and holds 
out no stimulus either for social or mental endeavour. 
If the policeman is a foreigner, the mental and spiritual 
blight is complete. . 


MODERN BANKING 


By Dr S. K. MURANJAN, Sydenham College, Bombay 
Demy 8vo. Pp. about 500 aes . Rs. 15 


Within four months of the publication of this book, the 
Statist of London, which shares with the Economist of Lon- 
don the honour of being the world's ieading financial Journal, 
gave it the hitherto unprecedented honour of a full review in 
a leading article. 

_Four months later, the University of London conferred 
on the author its highest degree, D.Sc., as a special distinc- 
tion. 

A limited edition, thoroughly revised and enlarged, of this 
standard work will be published in April 1947, after a lapse 
of about four years. 

To make sure of your copy you should book an order 
with your bookseller or with us. 

Extracts from Reviews of the First Edition. 

The Staltst (London, 16 Nov. 1940): .... Professor Muran- 
jan brings to bear an evidently full knowledge, not only 
of documents on Indian banking, but of banking practice 
in Europe and America, as well as basic theory. The 
result is a valuable addition to ihe study of Indian Eco- 
nomic life, distinguished as much by a high degree of 
readiability as by its compact and practical analysis of ° 
a vast mass of material, must of it newly tapped .... 

Bankers’ Magazine (London, Nov. 1940): .... Various books 
on banking emerge from India from time to time .... - 
Professor Muranjan’s book is totally different; it is an 
unbiassed survey, almost too little opinionated indeed. 
.... His book cannot fail to take its place as a standard 
work on Indian banking .... 


ATT TTT MTTAL TBST AMAT AHTAA, FETHTATA 
Lal Bahadur Shastri National Academy of Administration Library 
mm oN 
MUSSOORIE 


ae Jeae farating Te aH aiita Het FI 
This book is to be returned on the date last stamped. 





— an 


| SANTHAT : 5 
GIED = fenia SATA 
Date Borrower's Date Pe 

Oo. 





ee eee 
a 


a ———e 


ee ra 0 wr as en 6 0 Ome en Oe 


| 
{ 
| 
| 
| 


| 
| 
| 


a 
Ean 


EET 
A 
in 
Ld 
ATS 


36 12252 


‘ 
a 


TU Ga hee Term fete Sl oun + 7 


~ 351.72252 
’ Aca 


wv. 
eo 
iy 


eR Si eee TE 


aaa tea 


Acc No. 919 a 
aT PEAT Th TzaT 
Class No, ~—s Book No. __ 


qaK 


a 2 TE 


ae Academicus.. ._....—___.. 


Aco LIBRARY 


LAL BAHADUR SHASTRI 


National Academy of Administration | 


MUSSOORIE 


aoe aR ieee 


Accession No. {& a V4 = 


. Books are tssued for 15 days only but 


may have to be recalied earlier lf urgen- 
tly required. 


. An overdue charge,of 25 Paise per day 


per volume will fe 4. srged. 

Books may be renewed on request, xt 

the discretion of the Librarian. 

Periodicals, Rare and Refrence boo! s 

may not be issued and may be con- 
suited only In the Lib: ary. 


. Books lost, defaced or Injured In any 


way shall have to be replaced or its 


borrower. 


‘double price shall be bald by the 


